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THE CHICAGO MILK INQUIRY 


I. ORIGIN OF INQUIRY 


The problem of securing an adequate supply of pure milk for 
cities has for a long time been the subject of serious consideration. 
This commodity is such an essential food in the dietary of every 
household, and at the same time is so highly perishable, so easily 
contaminated, and so dangerous as a medium for carrying disease 
that the duty to safeguard its purity and wholesomeness has been 
recognized in most large centers. It is true that the problem has 
most generally been viewed from the standpoint of sociology. The 
economic phases of the problem have until recently remained in 
the background. 

So long as there remained large sections of the producing field 
unexploited, and so long as the distributive organization was on a 
competitive price basis, the economic problems of milk production 
and distribution never were acute. Evidences of the impending 
struggle appeared in the conditions in Boston and New York, where 
investigations were deemed necessary to break the growing mono- 
polistic power of the milk dealers. It may now be seen that these 
were only preliminary to the crisis that occurred during the summer 
and autumn of 1917. This crisis developed in various large cities 
from the Atlantic to the Pacific, and led to many investigations. 
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The present discussion, however, will be limited to the situation at 
Chicago, as representative of the whole movement. 

A brief survey of the factors at work to bring on the crisis in the 
Chicago district will afford a background upon which to throw 
the details of the inquiry. There are three dominating factors in 
the situation: first, the rise of the large dealer or distributor in the 
city; second, the growth of the Milk Producers’ Association to a 
position of control in the “Chicago zone”’; and, third, the war. 
Each main factor has brought minor ones in its train, but these 
may be discussed incidentally. 

Several years ago a very large proportion of milk was distributed 
to consumers in Chicago by small dealers. Twenty-five years ago 
there were said to be as many as 2,700 distributors in the city, and 
in 1906 there were more than 1,300 such distributors. By 1911 the 
tendency toward concentration was clear. At that time there were 
ten or twelve large dealers who handled almost two-thirds of the 
milk coming into Chicago. The rest, it was estimated, was in 
the hands of between 1,200 and 1,500 small dealers. By 1917 the 
number of dealers was reduced to 668, and two companies were 
distributing 40 per cent of the total. 

There were several results flowing from this concentration of 
control. All the savings and economies of large-scale business were 
secured. At the same time it became possible to offer better 
service. The large companies sent their own inspectors into the 
field to help the dairyman protect his herd from disease, to insure 
against lapses between the rare visits of the municipal inspectors, 
and to guard as far as possible against infection and contamination 
at the source. There were better equipment at the country 
bottling plants, better transportation facilities, and more numerous 
and better-equipped receiving stations. Along with this growth 
came also an increased bargaining power. While keen competition 
in service existed within the city, these large distributing companies 
made only a single basic offer to the producers. This was not a 
fixed price, but only another instance of a standard price driven to 
this common basis by the ruthless competition in service. There 
came to be known in the trade a “Chicago price.” 

To match this concentrated control over distribution there arose 
in the producing area an organization of dairymen. This organiza- 
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tion is known as the Milk Producers’ Association. It has grown by 
an accretion of local or county associations until today it claims a 
membership of 16,064. It reaches out into all parts of the Chicago 
zone; in fact, it consists of the majority of milk producers in this 
area. While it is not single in its purpose to “fight”’ the distribu- 
tors, that is fundamental in securing a unifying motive. Subordi- 
nate interest is found in getting a better breed of dairy cows, in 
determining a balanced ration for the herd, in keeping accounts, 
and in exchanging ideas on topics connected with the dairy business." 

It was in the spring of 1916 that this Association first made its 
full strength felt. Milk contracts are made in the Chicago district 
for six-month periods, one running from May to September inclu- 
sive, the other from October to April inclusive. Contracts for the 
first period are called summer contracts; those for the second period 
are called winter contracts. One of these is the pasture season; the 
other, the feeding season. Dairies are also classified on this basis 
into summer dairies and winter dairies. At the beginning of these 
two contract periods a price is fixed for the ensuing six months. In 
the spring the price runs on a butter-fat basis, on what is called a 
“cheap milk” price. The reason for this is that pasture is cheaper 
than other feed, and that butter is made from the surplus of this 
season and stored for the winter market. ‘The surplus is the vital 
thing with the distributor.”* These six-month prices must be high 
enough to cause a sufficient flow of milk to the city, and at the same 
time low enough to reach the purchasing power of the masses. At 
the contract-making in April, 1916, the Milk Producers’ Association, 
now fully organized, demanded an increase in price for whole milk, 
and when their demand was refused proceeded to cut off the supply 

* Amended Constitution adopted at the Annual Convention, 1914. Constitution 
of the Milk Producers’ Association: 

Preamble 


SECTION 1.—We the Milk Producers, tributary to Chicago, State of Illinois, 
believe it to be for our mutual interest to hereby organize the Milk Producers’ Asso- 
ciation, and agree to be bound by the following Constitution: 


Object 
Sec. 2.—This association is formed for the purpose of promoting the prosperity 


of the producers of milk, tributary to Chicago, for mutual protection, and for the 
general welfare of its membership. 


? Cf. Testimony, pp. 3606-9, and Distributors’ Brief, p. 4. 
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for the Chicago market by labor-union methods, i.e., by threat of 
physical violence, by dumping milk out by the roadside, etc. They 
got their price, and milk to the consumer rose from 8 to g cents per 
quart. 

The next contract period, October, 1916, was passed without 
more trouble. But in April there was another struggle, a “milk 
war” it was called, with further threats of boycott. The milk 
dealers again submitted to the producers’ demands; the price to 
producers rose from $1.55 to $2.12 per hundred pounds; the con- 
sumer paid ro cents a quart. 

Meanwhile the United States entered the war, and plans for food 
conservation were prepared. Farm products began to rise in price. 
A minimum guaranty for the wheat crop of 1917 and 1918 was 
established by the federal government. A movement was started 
to encourage the raising of swine by the promise of a price for corn 
of ‘1 to 13,” that is, a bushel of corn to 13 pounds of pork. Then 
came the unprecedented frosts in August and September to cut 
short the corn crop. It was inevitable that milk should be affected 
along with other foods. 

Under these conditions the dealers and producers met to fix the 
winter milk price to begin on October 1, 1917. The milk producers 
demanded $3.42 per hundred pounds, basing their demand upon a 
theoretical feeding formula which had been presented to a confer- 
ence of the members of the Milk Producers’ Association in August. 
This formula gave the amount of various feedstuffs and of labor 
required to produce one hundred pounds of milk.’ 

These amounts were translated into price figures, for “‘illustra- 
tive purposes,” as the expert who made the formula declared. On 
the basis of these illustrative monetary values the “cost” of pro- 
ducing one hundred pounds of milk was calculated at $3.43, one 
cent higher than the price demanded by the Association. 

The dealers were again forced to accede to the demands of the 
producers, and signed a contract for the month of October. The 

* This theoretical formula was made from an average of over 400 records taken 
from dairy farms in northern Illinois: 

Feeding formula on the basis ef 100 pounds of milk: grain, 44 pounds; hay, 50 
pounds; silage, 188 pounds; bedding, 39 pounds; man-hours, 2.42.—Milk News 
(October, 1917), p. 6. 
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price to the consumers rose from 10 to 13 cents per quart. Imme- 
diately there was an outcry from the consumers. Consumption fell 
off from 15 to 25 per cent. A survey of typical districts showed a 
reduction in every economic group. The group most affected was 
the middle class, who felt the burden of increased price, and could 
reduce consumption. There was less reduction among the poorer 
class for the probable reason that these people were already so near 
the minimum that they could not go much farther. Even the 
wealthy North Side group was influenced, especially in the use of 
cream. A brief experience at this price led the Health Commis- 
sioner to declare that ‘‘a price of 13 cents a quart makes it practi- 
cally impossible for the average wage-earner to purchase the amount 
of milk necessary for a family of three or four small children. Even 
if babies deprived of mother’s milk are allowed a sufficient quantity 
of cow’s milk, there is great danger of children between one and 
five years of age not securing sufficient quantities of milk necessary 
for their proper nourishment.” 

The price held firm at $3.42 a hundred pounds to producers and 
13 cents a quart (7 cents a pint) to consumers through the month 
of October. There continued to be, however, an agitation among 
consumers; various bodies took up the subject, among them the 
Department of Health and the Committee on Health of the City 
Council. As the end of the month approached the dealers refused 
to renew the contract for November. Again a strike was invoked, 
and the flow of milk to Chicago was stopped by the Milk Producers’ 
Association. At this juncture the state Food Administrator was 
prevailed upon to take the matter in hand. He called in repre- 
sentatives of the producers and of the distributors for conference 
on the question. 

The conference met in confidential session on November 2, 
where it was finally agreed by all parties to submit the matter to 
arbitration. An arbitration commission was to be appointed by 
the Food Administrator, consisting of representatives of the pro- 
ducers, the distributors, and the public. It was to be the duty of 
this commission “‘to name a price at which milk may be sold by 
producers in the said district [the Chicago district], which price shall 
* More Economic Distribution and Delivery of Milk, p. 7. 
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cover the cost of production and a reasonable profit thereon.”* The 
same principle was to apply to the distributor: there was to be a 
determination of “the cost of distribution and a reasonable profit 
to the distributor.”” 

It was further agreed that during the period of investigation the 
producers should consent to accept $3.22 per hundred pounds, and 
that the distributors should sell to the consumer at 12 cents a quart. 
It was also agreed that— 
the price fixed by the Commission is to prevail until June 30, 1918. If the 
Commission finds that the compromise price of $3. 22 is either higher or lower 
than cost plus a reasonable profit, the Commission will take that fact into 
consideration in naming the price for the future, and will fix it at such a figure 
that the excess or deficiency in the compromise price will have been absorbed 
at the expiration of the award. Similarly, if the Commission finds that the 
compromise amount allowed to be added by the distributors is either higher 
or lower than cost, plus a reasonable profit, the Commission will take that 
fact into consideration in naming the amount to be added for the future, and 
will fix it at such a figure that the excess or deficiency in the compromise 
amount will have been absorbed at the expiration of the award. 


On the basis of this agreement, which received the sanction of 


the federal authorities at Washington, the investigation was begun. 


II. SEVERAL INTERESTS INVOLVED 





THE 





There were obviously three different interests involved in this 
controversy: those of the producers, those of the distributors, and 
those of the consumers. 

The producers called in witnesses from all sections of the Chicago 
district to testify before the Commission. There were practical 
dairymen, county agents, country bankers, dairy experts, and mem- 
bers of the dairy departments from various agricultural colleges. 
They all came with a common purpose, to secure higher prices for 
the milk producers. The entire evidence may be summarized under 
the following heads: 

1. There is now, and has long been, a general lack of prosperity 
among dairymen. It was often said that the grain farmers or the 
* Milk Producers’ Brief, p. 1. For terms of agreement see appendix to this brief. 
2 Distributors’ Brief, p. 1. 


3 City Club Brief, pp. 1-2; Record, pp. 5653-76. 
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cattle feeders in the neighborhood could easily buy out the dairy- 
men. While admitting that a part at least of the Chicago zone 
was the best dairy region in the United States, and that much of 
the district was not so well adapted to any other kind of farming, 
it was declared that the prices obtained for the milk were so low 
that no money could be made in the business. This had become 
increasingly the case under war conditions, and the increase from 
$1.55 to $3.22 per one hundred pounds had not been enough to 
show a profit. 

2. There was a prevailing threat on the part of the dairymen to 
quit the business and leave Chicago without a milk supply unless 
higher prices were obtained.’ Evidence was introduced to show that 
the dairy business had for years been running upon a very narrow 
margin, and that for a great part of the time the costs were greater 
than the returns. In the same period covered by this evidence, 
however, agricultural colleges were issuing pamphlets on the 
attractiveness of the dairy business, its efficacy in building up the 
farm, and the desirability of higher-priced live stock. Also, during 
the same period, dairy-farm land increased in value, as did also the 
dairy herds. 

1 Chicago refuses to pay a fair price for milk except under compulsion. Is it 
worth while to remain in a business in which a constant struggle is necessary to main- 
tain a fair price—in which uncertainty and turmoil are the rule? This is the question 
that many dairymen in the Chicago district are asking themselves. 

Here is what seems to us the logical plan to follow: 

Cut down the dairy herd from one-third to one-half, keeping only the best cows. 

Put in a liberal acreage of spring wheat. The price is guaranteed at $2.00 a 
bushel by Congress, and no appointive official can change it. 

Keep several brood sows. If you cannot get brood sows, breed now for summer 
pigs. 

Raise some good heifer calves. There is bound to be a scarcity of dairy products 
and dairy cows later, and there will be a satisfactory profit in raising good heifers. 

Buy a cream separator. It will enable you to shift from whole milk to cream or 
butter marketing at a moment’s notice. 

We believe it will be to the financial advantage of farmers in the Chicago dairy 
district to follow this program. Selling the poorer cows will create a scarcity of milk 
that will bring Chicago to its senses as nothing elsecando. The cost of producing milk 
from the better cows that are left will be lowered. The income from wheat and hogs 
will help to make the farmer independent of the whole-milk market, and the cream 
separator will enable him to abandon that market altogether when necessary.— 
Quoted from ‘‘ What Shall We Do?” Prairie Farmer, in the Chicago Tribnne, March 7, 
1918. 
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3. Nearly all the witnesses presented figures to show how much 
feed had been given to the herd, and what returns had been received 
thereon. Some attempt at cost accounts had been made. These 
accounts were kept either under direction of the dairy department 
at the University of Illinois, or under the tutelage of county agents, 
or by a representative of the Cow Testers’ Association. A few 
dairymen presented data kept in their own individualistic fashion. 
On the basis of these accounts the cost of producing one hundred 
pounds of milk varied from $2.05 to $12.00. No direct testimony, 
however, was given of a case where the cost was as low even as 
$3.42, the price which the producers had demanded. 

4. Country bankers testified that the dairymen were unable to 
take up all their notes during the past fall. They anticipated a 
general request for renewals. They declared that more farmers 
than usual were selling off their herds with the intention of quitting 
the dairy business. It was their opinion that there was a decided 
unrest among the dairymen due to the fact that the price of milk 
was too low. 

5. Calculations in the dairy business may be made, it was stated, 
upon three different bases: (a) the farm as a unit, by which method 
“the expenses of the farm other than milk are subtracted from all 
farm expenses, and the difference is called the cost of milk”’;? 
(6) the herd cost, which is “to list all of the receipts from the herd 
other than milk and deduct those receipts—including manure— 
from the total cost of keeping the cows and call that cost of milk’’;3 
(c) the cow as a unit, on which basis each dairy cow is treated indi- 
vidually. It may be said in general that the dairymen of the 
Chicago district consider the herd as the proper unit.‘ 

6. There was declared to be also a dire shortage of labor, due 
to the fact that the low price received for milk did not enable the 
farmer to compete with munitions and other factories. Many 
instances were cited of young men leaving the farms and going to 
nearby factories, where they were receiving extraordinarily high 
wages. 

* Record, p. 632. As representative of the costs calculated the following are given: 
$3.68, p. 546; $4.01, p. 587; $3.62, p. 593; $4.22, Pp. 477; $4.52, Pp. 471; $7.99, 
p. 488; $4.43, p. 505; $3.18, p. 803; $5.13, p. 823; $6.44, p. 449; $5.83, Pp. 2096. 

2 Producers’ Brief, p. 11. 3 Ibid., p.11; Record, p.83. 4 Producers’ Brief, p. 12. 
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7. Emphasis was placed upon the hardness and unpleasantness 
of the dairyman’s life. His work hours were said to last from four 
or five o’clock in the morning till seven or eight o’clock at night for 
seven days in the week. Such a work day as this, of course, left him 
no time or inclination to “loaf and invite his soul,” or in any other 
way to cultivate the aesthetic faculties. Besides, the women and 
children were compelled to share in the hardship of this existence. 

8. This industry, with its dismal past and its dark future, was 
often contrasted with other farm enterprises where opportunities 
for success were assured. The government guaranty for the 1918 
wheat crop, the encouragement offered to growers of cattle and 
swine, it was frequently pointed out, made possible a ready alter- 
native use for farm lands. Therefore, the argument ran, if the 
dairyman is to stay in the business, it must be made worth his while 
to keep out of raising grain or live stock. This condition was pos- 
sible only in case the price of milk was high enough to afford the 
same returns on marketable feedstuffs as could be obtained under 
the war emergency if they were sold in the open market. 

g. It was suggested, at times, that a fair and satisfactory return 
would be one to cover the cost of production, which meant the cost 
of feed, interest on the investment in equipment and herds, depre- 
ciation, wages, and an additional 10 per cent for profit. 

10. In figuring costs it was held to be a fundamental principle 
that feedstuffs should be counted in at farm prices, that is, at 
market price less transportation to markets. This is, of course, 
consistent with the claim that dairymen should be placed on the 
war-price schedule for grain plus a fair profit above these war prices. 
Man labor was to be calculated at 25 cents an hour, or more. 

tr. Evidence was produced also to show the food values of milk, 
and the point was stressed that even at the highest price demanded 
by the producers milk was still a cheap food. Its essential character 
for the dietary of children made it also imperative that milk be had 
in pure and wholesome condition. 

The distributors entered evidence to show that they were caught 
between the upper millstone of a consumer marginal price and the 
nether millstone of the producers’ demands. Through keen com- 
petition all possible economies under the existing system had been 
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introduced; profits ran on a very narrow margin; all added costs 
to producer must be shifted on to consumer; an increased price to 
consumer reduced consumption and costs rose in consequence. The 
main points in their evidence were as follows: 

1. The dairy business in the Chicago district has a sound eco- 
nomic basis. It is the best dairy region in the world, excellently 
fitted in topography, soil, and climate. There are two counties 
alone, McHenry and Kane, in Illinois that could produce enough 
milk for Chicago. In the states of Illinois, Michigan, Indiana, 
Iowa, and Wisconsin there are produced annually over 18,000,- 
000,000 pounds. Probably 80 per cent of the milk produced in 
the Chicago zone goes to the condenseries and not into the whole- 
milk city market. It is suggested, therefore, that the butter 
market, that is, the butter-fat basis, is the best basis from which 
to calculate the price of milk." 

2. The distributors produced data to show that the vital prob- 
lem is the care of the surplus milk. From October to June the flow 
of milk increases; from June to October the flow decreases. 
Throughout the year, at a given price, the consumption is rela- 
tively constant. The result is that there is a surplus of milk for 
nine months and a shortage for three months. These shortage 
months are July, August, and September. In spite of this uneven 
flow the distributors must deliver day in and day out the volume 
demanded by the consumer. Thus it comes about that ‘the sur- 
plus is a vital thing with the distributor.”’ Data were offered to 
show that the increases in price to the consumer in New York and 
Detroit had piled up an unmanageable surplus in those centers. 
At the same time the condenseries in these districts were completely 
loaded up. 

3. Much stress was also laid upon the services afforded the 
consumer by the distributors. The milk, it is said, is carried td the 
door of the consumer at the time and in the quantity wanted, and 
this milk is of a quality that is dependable. In sunshine and in 
rain, summer and winter, in spite of obstacles manifold, the quart 
or the pint is on the window sill at the time most convenient for the 
housewife. Competition is on the basis oi service. 

* Cf. Distributors’ Brief, p. 4. 
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4. But service is costly, and, since the milk is handled on an 
extremely narrow margin of profit, the costs must be shifted onto 
the consumer. For years prices have been down to rock-bottom, 
so that whenever an increase was made in the price to the producer 
it became absolutely necessary for it to be carried over to the public. 
Cost figures were presented from the books of several large dealers 
to substantiate the claims made. The data given in Table I are 
taken from the accounts for October, 1917." These four companies, 
it is declared, run over half the wagons in Chicago, and their costs 
are probably lower than the others, with the possible exception of 
certain one- or two-wagon men who carry on their milk business 
as a family affair. 


























TABLE I 
Dealer Paid to Expense Total Receipts Loss 
Producer 

Cents Cents Cents Cents Cents 

IN ors criirdiconeria ne 7.435 5-575 13.01 12.987 0.023 
I ote ard wilasd cats 7.40 5.96 13.42 13.06 0.36 
Kee & Chapell......... 7.435 5.85 13.285 13.00 0.285 
WN 6.5 5:6 w disca cease 7.85 5.605 13.155 13.00 0.155 
pe reer 7a 5-747 13.217 13.011 0.206 








5. Stress is placed also upon the food value of milk. The claim 
is made that at even the highest price charged the consumer for 
milk, as in October, 1917, it is still one of the cheapest foods 
obtainable. 

6. It is pointed out, further, that the existing “spread,’’ that is, 
the difference between the price paid to the producers and the price 
charged the consumers, is narrower than elsewhere. In Detroit 
the investigating commission had allowed a spread of 6.72 cents; 
in New York a similar commission allowed 6.92 cents.? At 6.5 
cents per quart for the distributors the returns would average only 
10 per cent on the investment. A fair spread would be 6.276 cents 
for the large dealers.2 Such a demand is amply justified by the 
increased costs of distribution.‘ 

7. A fair profit to the distributors would be a margin above 
expenses of one-half cent a quart. The unit of calculation among 
* Ibid., p. 6. 4 Ibid., p. to. 


2 Record, p. 5760. 3 Distributors’ Brief, p. 8. 
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the distributors is the “point,’’ which is a quart of milk or less at 
retail, or a gallon of milk or cream at wholesale. This margin 
would be per “‘point.’” 

8. The chief contention of the milk dealers was that they should 
be exonerated from all suspicion of profiteering, and that some 
relief from the accumulated losses be given by the Commission. 

g. They objected also to all proposed changes in methods of 
distribution, claiming that the existing system secured all the 
advantages of competitive business, that it was economical, and 
that all proposed systems were untried and theoretical.? 

10. It was suggested that it might be wise under the war emer- 
gency to abandon the six-month contracts and adjust the price on 
a monthly basis. This plan would secure a desirable flexibility and 
make it possible to meet sudden, unforeseen changes. 

In the early part of the investigation the consumers had no 
champion before the Commission. Later the Department of 
Health produced some evidence to combat the testimony offered 
by the producers and distributors. Later still the City Club of 
Chicago undertook an analysis of some of the producers’ evidence. 
The main points of the contention by these representatives of the 
consumer’s interest were as follows: 

1. There are two phases of the milk problem. One is the ques- 
tion of supply and demand and the other is a social question. 
While a fair return is due to producer and distributor, milk must 
be had for babies and children under five years of age. 

2. There is no reason why Chicago milk should be confined to 
the Chicago zone, provided its purity and wholesomeness are suffi- 
ciently guarded. And since milk is now selling outside the zone 
for much less than the price demanded by the producers, much less 
even than the compromise price of $3.22 per hundred pounds, it is 
possible to get it from these outside sources at less cost. Steps 
were being taken by the Department of Health, it was said, to 
make this supply available. 

3. It was further contended by the department that a butter- 
fat basis would be a fairer and cheaper basis upon which to estab- 


* Record, p. 3062. 2 Cf. Distributors’ Brief, pp. 14-20. 3 Ibid., p. 21. 
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lish a price. This basis would eliminate the surplus loss to dealers 
which now exists." 

4. With the increase in price to consumers from to cents to 13 
cents per quart there had been a marked reduction in consumption. 
Estimates were given of the daily consumption in Chicago. At 
8 cents a quart the daily consumption ran close to 1,000,000 quarts, 
at 10 cents around 800,000, and at 13 cents it had fallen in October 
to about 584,000.” 

5. It was also proposed by the Department of Health that a new 
plan of distribution be arranged for with the Rochester, New York, 
experiment as a model. The number of distributors was to be 
restricted, the city was to be divided, or “‘zoned,” and much dupli- 
cation avoided. A ‘‘cash and carry”’ scheme was suggested by 
means of which those who desired could go to a milk station and 
get milk at a reduced cost. 

6. Evidence was presented through “field nurses’”’ who had 
made inquiry as to the effect of the October increase in price. 
There was found to be a reduction in consumption among the poor 
families, who were substituting coffee for milk with their children. 
This was an acute phase of the social problem. 

7. The City Club attempted to analyze the cost data of the 
producers’ witnesses. The feeding formulas were examined criti- 
cally, and the variations and inconsistencies were pointed out. 
Most of these formulas, it was shown, were so much at variance 
with one another, or were so unusual or so impossible in character, 
as to form no proper basis for judgment. Then the principle of 
calculating feedstuffs at farm price was attacked. It was contended 
that, since the Commission was appointed to determine the cost of 
producing milk first of all, the only principle to be followed was the 
one used in all mercantile and manufacturing establishments. 
Feedstuffs for dairy cattle were analogous to raw materials or mer- 
chandise, and should be counted at cost of production and not at 
selling prices at the farm. On this basis it was figured that an 
average cost of producing one hundred pounds of milk in the 
Chicago district was $2.42. And if to this be added, as a margin 


* Record, pp. 3306-7. 2 Cf. Health Department Exhibit 28. 
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for profit, an average of the maximum and minimum margins 
granted by the government in other comparable cases—21.3 per 
cent—the price to the distributors would be $2.94." 

In addition to the foregoing evidence there were sporadic 
attempts made by representatives of the states attorney’s office to 
introduce certain documents bearing mostly on the acts of the 
Milk Producers’ Association. Since some members of this Asso- 
ciation were at the time under indictment for conspiracy in restraint 
of trade, the Commission held rightly that no evidence should be 
introduced that could be used later in a criminal case. The purpose 
apparently was to heckle the witnesses rather than to help the 
Commission. with its problem. At any rate there was no distinct 
contribution from this source. 

It required practically two months, from December 3 to Janu- 
ary 31, for the investigation to work itself out. A decision had 
been promised at the conference, on November 2, by January 1, 
1918. When that time came and the evidence was not yet all in, 
it was mutually agreed that the decision be postponed until such 
a date that all parties might have a fair hearing. The record 
lengthened out to 5,874 pages, when at last, late in January, the 
evidence was all entered. Then the Commission went into confi- 
dential session. 


III. THE ISSUES AT STAKE 


While testimony of a very heterogeneous character was admitted 
during the hearing, the main points were really made clear by the 
terms of the arbitration agreement. It would appear simple enough 
to discover the issues where it had been clearly stipulated that the 
Commission was to fix the price for milk sold in Chicago on the 
basis of the cost of production and a reasonable profit to the pro- 
ducers, and of the cost of distribution and a reasonable profit to the 
distributors. At times, however, it seemed as if the crucial ques- 
tion would be, What is to be the basis of a fair price for milk—the 
butter-fat basis set by a national market or a 3.5 per cent fat 
whole-milk basis in the Chicago market? The point soon lost its 
importance in the hearing, because the principal parties concerned 


* City Club Brief, pp. 19-20. 
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could not greatly interest the Commission in it. At last it was 
generally accepted that the whole-milk basis in the Chicago district 
was the right one, although contentions for the butter-fat basis 
did appear in the briefs offered by the Department of Health and 
the distributors. 

During the rebuttal to the producers’ evidence offered by the 
City Club, however, the real issues finally became apparent. The 
entire controversy then resolved itself into the following three 
simple questions: (1) What is the cost of production? (2) What 
is cost of distribution? (3) What is a reasonable profit ? 

Of these three questions the first was of overshadowing impor- 
tance. The cost of distribution as presented from the records of 
the five or six largest companies was admitted at face value. Some 
sharp cross-examination occurred at the time of presentation, but 
as a whole it went through practically unaffected. This was partly 
due to the fact that no one was in a position to offer rebuttal, partly 
to the arbitration agreement that costs were to be figured under 
existing conditions, and partly also to a promise that a new com- 
mission with extended powers would take up the matter of milk 
distribution. 

The percentage of profit to be added to the cost was not of great 
concern at this hearing, for reasons that will appear in detail pres- 
ently. The attorney for the producers urged that it had been 
understood at the time of agreement on November 2 that the “‘Com- 
mission would fix a price upon the cost of production with a reason- 
able profit, a stimulating profit, a profit that would not only be a 
normal profit, but a profit that would keep up an increased flow 
of milk.”* There was, however, such a precedent in the govern- 
ment’s offer to other industries of a 10 per cent margin that no one 
except the City Club gave a definite higher figure. The criterion 
offered was in fact a pragmatic one, namely, enough to make the 
dairymen content to stay in the milk-producing business. 

Apparently there would have been no great difficulty in reaching 
a decision if the question of the cost of producing milk could have 
been answered satisfactorily. Since this subject was so much of 
the essence of the inquiry the opposing opinions will be given in 
* Record, p. 67. 
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considerable detail. The purpose is to present the two sides fairly 
and clearly in order that the final decision and its effects may be 
understood more fully. 

It quickly developed in the investigation that, whatever the 
unit taken, the farm, the herd, or the cow, the two chief factors in 
cost were feed and labor. Practically all other incidental expenses 
were taken care of by incidental credits. Or if these credits did 
not offset these debits, a differential percentage on the herd basis 
—at most 25 per cent—would eliminate them from consideration. 
These incidental debits are represented by such items as interest 
on equipment, depreciation, horse labor, veterinary fees, etc.; the 
incidental credits are such items as calves and manure. This 
assumes that the milk used in the family is accounted for 
otherwise. 

If feed and labor then are the two chief items, it remains only 
to reduce them to a common-unit basis and analyze them into ulti- 
mate costs. The unit of computation used was one hundred pounds 
of milk. Feeding formulas were presented on this basis, and man- 
hours also reduced to the same unit." 

Upon analysis the feedstuffs fell into certain classes, as grain and 
other concentrates, silage and other succulent food, hay, bedding, 
and other roughage. There were two steps still to be taken: one 
was to determine the percentage of each ration element in the com- 
posite feed per one hundred pounds, and the other was to determine 
the monetary valuation of each. 

This first problem, to determine the percentage of each food 
element, was made more difficult by the fact that the first-named 
feed, grain, is not a simple feed, but is itself a composite feed, made 
up of various combinations of oats, or corn, or barley, and prepared 
feeds, such as bran, gluten feed, oil meal, etc. There were two ways 
to meet the difficulties here. One way was to determine from actual 
usage what was being fed per one hundred pounds of milk; the 
other was to select a representative formula and use it as a basis 
of calculation. It was decided to select a formula that had been 
suggested in Hoard’s Dairyman. This is called in Table II, 
“Humphrey’s War Ration No. 2.” This war ration was as 


‘ All available feeding formulas are presented in Tables I and III. 
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Pearson Warren Warren Bain Bandemer Dougan 
Illinois Average of | Michigan Indiana Oct., 1916, Nov., 1917 
Farmers’ Mass. (16 yrs.),| (1914-15), Farmers’ to Mar., 1917 
Reports Conn. (6 yrs.),| N.Y., Conn., | Reports, 
(1911-12) (1909) and N.J. | Nov., 1916, 
" Averages | Farmers’ | to Apr., 1917 
Reports | 
(p. 54) } (p. 104) | (p. 149) | (p. 4134) (p. 802) (p. 453) 
$$$ —————— Z ——w 
Basis used (cow or herd cost).... Herd Cow | _Cow | Cow Cow Herd 
Butter-fat content.............. * 41% | 3.78% _—_—| . . 4.27% 
Grain and other concentrates. ... $o.9438 -7509 | $0.7079 | $o.8816 $0.6471 $0. 7088 
Silage and other succulent food.. 0.3760 . 3024 | 0.2038 0.3022 0.28 0.4353 
ERE ERAS CEE EAS SEY 0.3585 -3427 | ©.3014 } 0. 4383 0.4445 °. 3790 
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Bedding and other roughage..... 0.1365 .0221 | 0.0396 0.0816 0.1785 ©.0390 
Wae-OUED, . . sccccccesccccsvee 0.6050 -7275 | 0.7275 0.6590 0.4675 1.0250 
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debits exceeding credits)....... ©.00 t | 0.3960 = | t 0.2623 O. t 
Total cost of milk per roo lbs.) $2. 4198 1456 | $2.3762 |) $2.4127 | $2.2790 $2.58 











* N »t stated. t None given. 


Unit costs usED: Grain (Humphrey’s War Ration No. 2): 


$7.00 perton. Man labor, $0.25 per hour. 














bran, $42.00 per ton; oats, $o. 


TABLE III 
CoMPARATIVE STATEMENT OF VARIOUS FEEDING FoRMULAE TO PRopuUCE ONE HunpRED Pounps oF MILK, TAKEN FROM THE RECORD 


75 per bu. (56 lbs.); gluten feed, $55.00 per ton; oil meal, $60.00 per ton. 


(City Club of Chicago, January 7, seen 
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Basis ned cow or she ed cost)..... | Herd Cow Sow | Cow 
Butter-fat content............. * 4.41% 3.78% * 
Grain and other concentrates 
| ee a 44 40.7 33.0 | 41.1 
S ines and other succulent food | 
| EE ee 188 I51.2 101.9 I51.1 
Hay (pounds Be healer Steck eee 5° 7.8 42.03 | 68.1 
Total (nownds).oiscieccccdcccccs 282 239-7 176.93 | 260.4 
Bedding and other roughage | 
Oe OLLIE 39 6.3 II.3 23.3 
Man-hours scaritiaciiess hale acta 2.42 t2.91 2.91 | 2.36 
Adju it percentage (account | 
debits exceeding credits)....... o% 207 | § 
! 
* Not stated. “+ Amount of bedding not | given—see cost statement. t Taken from column 4. 





























Hay, $14.343 per ton. 











THE CHICAGO MILK INQUIRY 337 


follows: grain mixture No. 2: bran 300 lbs., oats 300 lbs., gluten 
food 300 lbs., oil meal 100 lbs., total 1,000 Ibs.’ 

In this way a working formula was secured. It should be 
noted, however, that this formula was neither in accord with the 
formulas presented by certain dairymen, nor was it acceptable to 
the representatives of the producers’ interests, but it was admitted 
by experts as being a fair and reasonable one. Besides, there was 
such great variation in the feeding formulas given that it was not 
possible to use any one of them as a basis. A glance at the feeding 
formulas will show that the totals for feedstuffs range from 211 
pounds to 453 pounds for each one hundred pounds of milk. No 
average or mode drawn from these figures could have been satis- 
factory. An arbitrary feeding formula backed by the judgment of 
dairy experts from a source independent of the hearing was there- 
fore chosen. 

The final step was to translate the feed and labor formula into 
cost figures. Out of the effort to do this grew the essential issue 
in the case. Should the feedstuffs grown on the farm be counted 
at farm price, that is, market price less the cost of carrying them 
to market, or at the actual cost of producing them? This question 
was to be answered on the basis of principle and not of fact. Two 
absolutely contrary views were held on the question. The main 
lines of argument will be shown in the succeeding paragraphs. 

The producers who contended for the so-called farm price 
claimed as authority for their position the Department of Agricul- 
ture and all the schools of agriculture that have installed courses in 
agricultural accounting. Their position is probably best expressed 
by the following excerpts that were introduced into the record: 

No subject seems to be more generally misunderstood than the relation 
of crops to stock. The usual theory seems to be that if corn and hay can be 
easily and cheaply grown, they should be fed to live stock. Perhaps the basis 
of this error is the absurd practice of some institutions of charging feed to 
animals at the cost of producing it, rather than at what it can be sold for, less 
the cost of marketing.? 

The cost has nothing to do with the value. The farmer who produced it 
hay] at a cost of $5 might feed it to steers and get $8 for it; by this means 

* Hoard’s Dairyman (December 7, 1917), p. 690. 

2G. F. Warren, Farm Management, sec. 45, p. 55- 
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he could make a profit on two things, and steers might be hailed a very profit- 
able enterprise. This sort of figuring misleads some farmers. If hay is worth 
$15 a ton on the market a farmer is very foolish to sell it to steers for $8, no 
matter what it cost him. It would be equally unwise to sell it if he could feed 
it to cows and get $16 for it. If the man whose hay costs him $25 can get only 
$16 for it by feeding it to cows, he will lose money on the two enterprises but 
he should not blame the cows for his loss. Every crop should be disposed of 
in the way that will pay best, regardless of the cost of producing it 
completely finished product that is ready for market, readily marketable, when 
it enters into the production of a second product should be charged at what 
it would sell for on the market. Hay is a standard salable product in New 
York, one of our most important products of the farm. It may be sold for 
the city market, fed to horses, sheep, cows. It is as completely finished as 
milk. In determining whether to feed it or not, farmers take into considera- 
tion the terms or price for which they can sell it. 


Following the line of this argument, the producers held that all 
feedstuffs, whether purchased or grown, should enter into the cost of 
producing milk at market price. Some of the experts who held to 
this theory admitted that where the feeds grown on the farm were 
not marketable it would be necessary to charge them at cost of pro- 
duction.? It was further admitted that much of the feedstuffs 
grown was not of a marketable character.3 In the figures presented 


by the dairymen, the feeds were charged at the full market price, 
no attempt being made to determine a farm price. 

To refute this argument it was contended that the theory was 
wrong, and that the more advanced practice among all manufactur- 
ing and mercantile establishments was against it. The essence of 
this opposing argument was as follows: 


The proper principle in the production of any article of the finished kind 
is to charge all materials that enter into that article at their cost. In the 
case of milk, grain and forage that is raised to be fed to the cows corresponds 
to raw materials used by the manufacturer. The fact that incidentally they 
have a market value before they are consumed is not germane; it is immaterial. 
The dairyman is engaged in the production of a finished thing which he proposes 
to sell, and the character of the materials which he uses is a matter of indiffer- 
ence. He is not a speculator in their values The reason for the 
principle grows out of the very meaning of the word cost, and the cost of the 
finished product is the accumulated cost of the material and labor that have 


1G. F. Warren, before New York Commission. 
? Record, p. 5489. 3 Ibid., p. 5356. 
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entered into it. Unless you enter cost in that way it is impossible to know 
the profit of any business." 

When it is remembered that grain prices were running on a war 
basis, that there was a wheat-price guaranty, an indirect corn-price 
guaranty, for the purpose of stimulating the production of these 
grains and pork to the highest possible point, the significance of 
these opposing theories in computing the cost of producing milk 
will be more fully appreciated. The producers’ theory held that 
feedstuffs, entirely apart from the profit or loss in the actual feeding 
to cows for milk production, must return an amount of profit as 
feed equal to what could be had from growing grain for the market, 
and that besides this a proper return should be assured on the dairy 
enterprise itself. This they called cost of production plus a reason- 
able profit. The contrary theory held that the dairy farm was a 
single business unit, and that the only way to find cost of produc- 
tion was to eliminate all possibility of profits or losses being con- 
cealed in the market-price calculation. Costs are costs and profits 
are profits, and they should not be confused. 

As the hearing drew to a close all other points seemed to fade in 
importance compared to the acceptable theory of figuring costs. 
There was, to be sure, some difference of opinion as to the charge 
to be made for labor. Claims were made for 25 and 30 cents an 
hour. The differences in this item, however, would affect the final 
figure so slightly that it was not felt to be of much weight. 

With this great mass of testimony before it, and with the main 
issue thus definitely isolated, the Commission began its task of 
framing a decision. Since there were different interests purposely 
represented on the Commission, it was not to be an easy matter 
to harmonize the interests of all parties concerned. 


IV. THE DECISION AND ITS EFFECTS 


On February 2 the decision was finished and sent in an open 
letter to the state Food Administrator. Only six out of the nine 
commissioners concurred in the majority opinion; of the other three, 
one directly opposed the decision, and the two remaining attempted 
to put forth another solution. Since the majority opinion controlled 


* Cf. City Club Brief, p. 8; Record, p. 5521. 














340 JOURNAL OF POLITICAL ECONOMY 





in the case, its provisions are most important. The best summary 
of the principles which lie at the basis of the decision is given in a 
review made by the Commission on February 21. 

The price to the producers is predicated on the following basis: 

1. The average monthly price which the producer received for his product 
over an eight-year period, representing the cost of production and a reasonable 
profit. 

2. A ratio of the principal elements entering into the production of milk 
based on their relative proportion to the total cost of production. 

3. The application of the increase in the price of these elements for the 
month of November, 1917, to the average price of the eight-year period above 
mentioned to determine the increased cost of production and profit for Novem- 
ber, 1917, over November of the eight-year period. 

4. The application of the same percentage increase as prevailed in Novem- 
ber, 1917, to the average price received in the eight-year period for the months 
of December, January, February, March, April, May, and June, fixing thereby 
the price to the producer for the months of November and December, 1917, and 
January, February, March, April, May, and June, 1918, with the same increase 
over the eight-year period that prevailed for the month of November, 1917. 

This meant a rejection of both theories of cost of production 
presented before the Commission. The reason offered for this 
rejection was the “inability to determine either cost of production 
or market price of all items of feed and quantities of each.” In 
searching for some alternative basis it was decided to use a “‘nor- 
mal”’ period of time before any violent disturbances in the market. 
This period was found in the years 1908-15. 

It would appear from the testimony that the dairy industry in the Chicago 
district had been a reasonably successful industry during a normal period of 
eight years preceding the war period. Lands had increased in value—improve- 
ments had occurred. The financial worth of those engaged in the industry 
had materially improved. That profits had not been excessive is indicated by 
the normal increase in supply to fill the demand. Because of the nature of the 
industry, had profits been excessive an over-supply would have followed; had 
they been unsatisfactory a shortage would have been the result.? 

The Commission then established the ratio of feeds and labor 
on a 100 per cent basis as follows: 

19 per cent home-grown grains, 
19 per cent mill feeds, 

35 per cent hay, 

27 per cent labor, 


* Report of Commission, pp. 1-2. 
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for each 100 pounds of milk produced. An average monthly price 
for the eight-year period was then figured from the actual market 
quotation, and also for November, 1917. This meant an increase 
in price in November, 1917, of 179 per cent for corn, 81.1 per cent 
for mill feeds, and 40 per cent for hay, and labor was estimated 
to have increased 50 per cent. If this increase in percentage be 
added to each item in the original formula, corn becomes 53.01 per 
cent instead of 19 per cent, mill feeds become 34.41 per cent instead 
of 19 per cent, hay 49 per cent, and labor 40.50 per cent. These 
percentages added together give a total of 177 per cent for the 
original 100 per cent. The formula is then ready to apply. The 
average November price for milk for the eight-year period, $1 . 768, 
representing 100 per cent, the price for November, 1917, is to be 
obtained by multiplying this figure by 1.77, which gives $3.13 as 
the proper price for this month. By the same method the price 
for each of the other eight months was determined: December, 
$3.20; January, $3.15; February, $3.07; March, $2.83; April, 
$2.49; May, $2.04; June, $1.80. 





— 
Item Eight-Year Period November, 1917 








Per 100 pounds Per 100 pounds 
GCSE aera ner eery: 1.107 3.089 
ee 1.306 2.3655 
DNS isons teem naieinrerars 0.557 0.750 





It was decided, however, that since the months of November, 
December, and January were already passed, and payment had 
been made on the basis of the compromise price, $3 . 22, it would not 
be wise to disturb this situation. ‘The Commission’s prices, there- 
fore, were to begin with February and run through June. Obvi- 
ously there was no attempt to determine a price that would absorb 
any profits or losses that had accrued during the three months under 
the compromise price. According to the Commission’s formula the 
producers were given a margin of “pure velvet” in November of 
g cents per hundred pounds, in December 2 cents, and in January 
7 cents. 

On the basis of this scale of prices to the producers the Com- 
mission had reduced the price paid by the distributors very 
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substantially. Nevertheless they were convinced from the evi- 
dence that this reduction should be absorbed by the distributors, 
and that the price to consumers should remain at 12 cents. 


The Commission finds from the statements of the three largest and most 
efficient dealers the average cost of distribution to be 53 cents per quart. They 
contended for a profit of $ cent per quart as reasonable, which would make 
their cost and profit 6} cents per quart. The price hereafter recommended for 
retail bottled milk delivered will allow the dealer 6.1 cents per quart, anid for 
retail bottled milk, on cash and carry plan from dealers’ stations, 4.1 cents 
per quart. 


There were other suggestions in the decision, more or less inci- 
dental in character, such as a recommendation that the food value 
of milk be emphasized through popular education, and that the 
producer co-operate with distributor in reducing costs by more 
economical hauling methods. The essential point, however, is 
contained in the setting of prices. Since the Commission had no 
power to institute changes either in production or distribution, it 
seems probable that these suggestions constitute only a mild 
criticism on certain uneconomic practices. 

The effect of this decision was immediately evident. It was not 
acceptable to the producers. Their champions on the Commission 
had failed to ratify it, and a number of them at once announced 
their refusal to abide by its terms. Milk was not to be sold to the 
Chicago dealers at the Commission’s price. A boycott was begun; 
the supply dropped down for a few days to a small percentage of 
normal. Some dealers in their efforts to get milk for their cus- 
tomers had it shipped in at great expense from outside the zone. 
One company brought a supply for several days from New York 
state; part came from St. Louis. The officers and leaders of the 
all-powerful Milk Producers’ Association were, however, pledged 
in the arbitration agreement to abide by the decision and to work 
for its acceptance among the dairymen. This prevented any wide- 
spread, co-ordinated effort to boycott. A delegation appealed to 
the state Food Administrator, who declared that he was unable to 
go back of the decision made by the Commission, that there was 
no compulsion on the producers to sell milk in the Chicago market, 
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that they were free to sell it, feed it to hogs, use it for butter, or do 
anything else with it that seemed best to them. 

The unrest among producers did not subside, although a larger 
and larger supply of milk came pouring into the Chicago market 
as the days drifted by. Indignation meetings were held at centers 
throughout the zone. Then two other men were called in to review 
the findings of the Commission. They were representatives of the 
federal Food Administration. An extra session of the Commission 
was also called to review the case. In answer to the call one Com- 
missioner, Dean of the College of Agriculture at the University of 
Illinois, seceded from the Commission and sent a long open letter to 
the state Food Administrator criticizing its findings, and especially 
the principles used in the determinations. 

On February 21 the Commission met for review, minus four 
members, the three representing the producers, and one other who 
was detained by illness. A report was drafted reaffirming the con- 
clusions of the first decision, and declaring that no evidence had 
been produced to show its unfairness, and that “the principles for 
computing the prices had been unanimously adopted by the entire 
Commission at the first decision.”” For the month of February the 
price to producers as set by the Commission held. 

Agitation, however, was kept up by the producers, and the 
Commission, augmented by the two special delegates from Wash- 
ington, continued their efforts to reach a satisfactory adjustment. 
At a meeting of various representatives on March 1 an agreement 
was made with the producers to the effect that they were to get 
$3 .10 per hundred pounds for the month, instead of $2.83 as deter- 
mined by the first finding. The distributors agreed to pay this 
price and to deliver to the consumer at the old price of 12 cents per 
quart. This new figure was arrived at by a use of the same prin- 
ciple the Commission had adopted, but by employing a higher 
differential percentage. The original calculation had been 177 per 
cent of the 1908-15 average; it was now made 181 per cent, owing 
to the continued rise in the price of feedstuffs. It was further 
agreed that this sliding scale should hold until July 1. The price 
for the succeeding month was to be determined on the basis of the 
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prices published by the Department of Agriculture on the fifteenth 
of each month." 

Thus the matter stands. It cannot be called settled. Unfor- 
tunately considerable ill feeling has been engendered and old ani- 
mosities have been revived. One political phase probably accounts 
for a good share of the discontent. It is the relation between the 
Milk Producers’ Association and the milk dealers. For years there 
has been one dominating price in the Chicago zone. This was set 
on ‘‘bargaining day”’ twice a year by the largest distributor at its 
bottling plants in the country. The other dealers waited for this 
price and offered the same. To meet this single offer, which the 
producers might well believe was the result of collective bargaining 
on the part of the dealers, there was formed the Milk Producers’ 
Association. There had been several sporadic and abortive 
attempts to organize the producers, but not until the present Asso- 
ciation was begun some ten years ago was there attendant success. 
As has been said, this Association grew by an accretion of local and 
county organizations until now it claims a membership of 16,064 
and ramifies the entire district. In the spring of 1916, on “‘bar- 
gaining day,”’ it first felt itself strong enough to do collective bar- 
gaining on its own account. It succeeded in gaining its demands, 
succeeded again on spring bargaining day, 1917, and was only 
stopped in enforcing further demands in the autumn of 1917 by 
this inquiry. 

It is clear that the eight-year period which formed the basis for 
the Commission’s calculations did not include this period of success 
for the producers. The basis was fixed rather on the period when 
the producers felt that they were suffering from the one-sided col- 
lective bargaining by the dealers. This in itself is reason for dis- 
content. But the feeling would naturally be greatly intensified 
when the dealers’ demands were fully granted by the Commission. 

But aside from this political phase the decision leaves the Com- 
mission open to criticism because by rejecting both principles 

* A representative of the United States Food Administration completed a review 
of the decision and established prices to producers as follows: March, $2.90 per 
100 Ibs.; April, $2.65; May, $2.05; June, $1.80. This finding kills the March 
allowance of 21 cents asked for to recoup December and February losses. 
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proposed for determining costs it was forced to dismiss all the testi- 
mony of experts and practical men on both sides. The principle 
of the eight-year period admits all the hidden profits in the market- 
price theory, but fails to satisfy the producers by rejecting present 
market prices. The advocates of the cost-of-production theory feel 
that the eight-year basis is not in itself scientific, that it does not 
obviate any of the difficulties in finding accurate data, and that it 
does not achieve the purpose of the Commission, i.e., to find the 
cost of production. One chief difficulty with this pragmatic method 
of deducing the principle is that, no matter what the attitude of the 
producers was or should have been toward the price of milk paid 
during those eight years, today they believe it was too low. They 
have been told this with increasing frequency and force by agricul- 
tural experts. Furthermore, the final result of this prolonged 
inquiry is not the adjustment of a delicate situation but an inten- 
sification of feeling. The Commission has been put on the defen- 
sive by its own decision. 


V. CONCLUSION 


As a problem in price-fixing the Chicago milk inquiry has general 
economic interest. Dairymen own farms that have a ready alter- 
native use. They expect to run those farms upon a commercial 
basis, to do with them what pays best. If they are not assured as 
much profit as they think they could have gained, or as they think 
they may gain, from raising grain or live stock, they threaten to 
quit the dairy business. The prices of grain and live stock were 
purposely set at a stimulating level. Is it fair and just to put 
dairying on the same basis? As a practical proposition, is it 
necessary ? 

The investigation also shows the great difficulty in attempting 
to set the price of a finished product while leaving the materials 
from which it is produced, and which have other uses, uncontrolled. 
The government had given the farmers assurance that feedstuffs 
would be lower in the winter than they were last fall. As a matter 
of fact they continued to rise. Cotton-seed meal, and certain flour- 
mill by-products were checked in January, but the general feeding 
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cost went on up. The fundamental difficulty was probably due to 
the overestimation of the corn crop. 

For the first time possibly the two theories of figuring costs have 
clashed in a matter of great significance. It may be a surprise for 
accountants to learn how widespread is the market-price theory. 
There could hardly be a set of circumstances where the use of this 
theory shows its effects more clearly. Obviously what the producers 
were asking for was not cost of production, but a guaranty of mar- 
ket price for their entire crop of feedstuffs. It was equally evident 
that their accounts on this basis even showed such variation as to 
invalidate them. Surely the responsibility for this whole situation 
must be shouldered by the agricultural schools and county agents. 
It may now be time to take account of the differences between mer- 
cantile and agricultural economics. . 

Finally, it is much to be regretted that the outcome of the 
Chicago milk inquiry was not more satisfactory. Considerable 
attention had been centered upon it. Broad principles were 
expected to be developed that would be applicable elsewhere. 
There had been the hope too that such a thorough investigation 
might bring about a better undertsanding among the three parties 


chiefly concerned. It is much to be doubted whether any one of 
these things was achieved. Certainly no one of these parties is 
entirely satisfied. 


C. S. DUNCAN 
UNIVERSITY OF CHICAGO 





NASSAU W. SENIOR, BRITISH ECONOMIST, IN THE 
LIGHT OF RECENT RESEARCHES. I: 


I. INTRODUCTION 


About twenty-five years ago great interest was excited among 
students of economics as a result of the discovery of certain 
manuscript notes bearing upon a series of lectures delivered at the 
University of Glasgow by the immortal author of the Wealth of 
Nations. As far as handwriting is concerned there is nothing 
original about that manuscript. Adam Smith himself certainly 
did not write it. Nor was it written by any of his students. It 
seems to have been the handiwork of a professional copyist who 
transcribed the rough notes taken down by a faithful student 
of the Glasgow professor. No great value, therefore, is attached 
to the manuscript per se. Its chief importance is due to the fact 
that it throws some light on the origin of the ideas contained in 
the great economic masterpiece. 

Let us now imagine a condition of “turned tables.” Suppose 
this famous classic had never been published, but, instead of it, mere 
fragments thereof had reached our hands in the form of Lectures on 
Justice, Police, Revenue and Arms. Under such circumstances 
what rank would Adam Smith have held in the history of economic 
thought ? Would not posterity have considered him—and rightly 
so—as a half-baked philosopher who was on the verge of great 
principles but lacked the intellectual grasp necessary to have 
formulated his ideas into a co-ordinated, harmonious system ? 
This imaginary situation loses its unreality and becomes quite 
apparent if we change its dramatis personam and reflect upon the 
fate of Senior. 

Half a century has elapsed since the demise of Nassau W. Senior, 
the great British economist. Such, however, has been the course of 
events in the last two generations that the name of this distinguished 
scientist has been rapidly passing into oblivion. Although he was 
a voluminous writer of the first rank, his works, so far as they have 
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been published, are becoming extremely rare; and some of the 
best products of his mind, strange as it may seem, have never been 
exposed to the light of publicity. 

The author’s unpopularity may be illustrated by the general 
demand, or rather Jack of demand, for his works. Among the 
60,000 volumes comprising the general-reference library in the 
Reading Room of the British Museum there can be found not 
a single representative of Senior’s publications. This collec- 
tion, however, contains two editions of Ricardo’s Principles of 
Political Economy, three editions of Adam Smith’s Wealth of 
Nations, and the space of a dozen volumes is allotted to John 
Stuart Mill. 

Nor is this lack of appreciation of Senior’s writings confined 
to general readers. The impression that Senior left on the minds 
of his critics is also very deplorable. One economist, in comment- 
ing upon the author’s “little Political Economy,” regards it as 
“extremely unsystematic.’* Another critic attacks him on the 
score of “intellectual indolence.’? A recent historian of economic 
theory finds himself completely disappointed on account of Senior’s 


mental deficiency or, to quote the writer’s own language, because 
“‘Senior’s work . . . . shows lack of constructive power, and even 
of intellectual endurance.’’ 


We cannot find fault with these critics. In view of the frag- 
mentary and imperfect premises then at their command it is not 
surprising that they did not arrive at more satisfactory conclusions. 
Fortunately, however, Senior, unlike Adam Smith, did not burn 
his manuscripts before he died. He left them all intact with no 
hard-and-fast instructions in regard to their disposition. It has 
been the privilege of the writer to find and bring together all these 
treasures, which, it is hoped, will not merely elucidate Senior’s 
published works but also constitute a distinct contribution to the 
present status of economic science. 

tA. C. Whitaker, History and Criticism of the Labor Theory of Value in English 
Political Economy, p. 93. 

2F. W. Taussig, Wages and Capital, p. 197. 

3L. H. Haney, History of Economic Thought, pp. 268-69. 
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Il. THE LIFE OF SENIOR 

Nassau William Senior, British economist, was born in 1790— 
the last year of Adam Smith’s life—and died in 1864. His father 
was a country clergyman whose ancestors, on the paternal side, 
immigrated into England in the early part of the eighteenth 
century. After receiving his elementary education at Eton, 
Senior took up the usual classical studies at Oxford. There he 
encountered some disappointments but was graduated summa cum 
laude. Then the problem of choosing a vocation presented itself. 
To study theology, of course, would have been very proper for the 
eldest son of a clergyman. But that implied a practical impossi- 
bility. Senior was endowed with a purely secular mind, and meta- 
physical speculations could never have attracted his attention, 
except, perhaps, in a negative fashion. He was an acute reasoner 
who questioned the authority of tradition and took no opinions for 
granted. Vague, supernatural ideas were utterly repugnant to his 
taste. As he himself expressed it, later on in life, “. . . . Lam no 
metaphysician, and a very ill-read moralist. I never read Locke 
or Stewart, or Brown or Reid, or indeed anything on these subjects, 
except Aristotle, Paley, and Adam Smith..... ™ 

Of all other professions, law apparently was the only alternative 
for an ambitious youth of Senior’s capabilities. The bar was, and to 
a certain extent still continues to be, the gateway to political and 
social advancement. But here again a grave difficulty presented 
itself. Distinction in the legal profession, as a rule, necessitates 
oratorical powers as a prerequisite. This, however, was a matter 
beyond the possibility of attainment in Senior’s case. True it may 
be, as the old adage says, Orator fit. But before an orator can be 
made it is absolutely essential that he be born with certain ele- 
mentary endowments that will enable him, after training and 
experience, to convey his impressions with such clearness, force, 
and elegance that his audience will be convinced of the truth of his 
statements and be induced to follow his leadership. 

In certain respects Senior’s character was magnificently adapted 
to the make-up of a great orator. His intellect was wonderfully 


* Macvey Napier, Correspondence, p. 482. 
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cool and clear. No one who is at all acquainted with his writings 
could fail to be impressed with his close and logical reasoning. He 
was an iconoclast, an enthusiastic reformer, imbued with great zeal 
and a strong determination to substitute justice and social stability 
in the place of those chaotic conditions that give rise to most of the 
misery and wretchedness of mankind. Above all things he was a 

thoroughly conscientious, whole-hearted man with self-confidence 
and a spirit of independence that would never allow him to deviate 
one iota from the straight path of duty as he saw it. 

But the very strength of Senior’s determination and the bright- 
ness of his intellect seem to have quenched the flame of his emo- 
tions. Imprisoned in the iron ring formed by his intellectual and 
volitional faculties, his feelings, naturally, had a poor chance of dis- 
playing their tenderness. Although burning fervently within him 
his emotions very seldom produced any outer manifestations. On 
the whole Senior’s temperament was rather cool and reserved and 
somewhat lacking in warmth and human sympathy. 

While he was thus temperamentally ill-adapted to the career 
of public speaking, Senior’s greatest handicap, from an oratorical 
viewpoint, was of a physical nature, namely, the weakness of his 
voice. During the cold season, especially, he was frequently com- 
pelled to be confined indoors for several weeks at a stretch, owing to 
severe attacks of chronic bronchitis. So serious was this vocal 
defect that very early in his career Senior began to realize how 
utterly futile it would be for him to strive for distinction in the 
higher branches of the legal profession. For a short time, after 
being called to the bar, he tested his voice in the Court of Chancery 
and then gave it all up as a hopeless case. 

It was, however, the field of conveyancing, the least brilliant 
and least stimulating branch of law, to which Senior’s qualifications 
were most admirably adapted. Long before he was called to the 
bar he had been practicing as a conveyancer. In fact soon after 
receiving his Master’s degree at Oxford he was introduced by his 
father to Sugden (later known as Lord St. Leonards), the most dis- 
tinguished conveyancer of his day, whose textbooks on the law and 
procedure regarding real property are still occupying prominent 
places in law libraries. That was a splendid opening, and Senior, 
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then a young man of about twenty-five, tried to make the best of it. 
Shortly after entering upon his profession he was informed that in six 
months’ time Sugden would relinquish a great part of his business. 
He realized immediately that he stood a good chance of succeeding 
to his master’s trade, provided that he knew enough to go about it 
in the proper way. He therefore lost no time and worked so hard 
that in six months he accomplished a task from which the average 
youth would have shrunk. Step by step he grew more and more 
prosperous until his financial position became firmly established. 

Mere money-making, however, was not enough for Senior. 
Being now at ease himself, there originated a desire to do some- 
thing in behalf of his fellow-beings, less fortunately situated. He 
was very anxious to make himself useful in the world, to have a 
hand in matters pertaining to social welfare. Finding his voice 
practically powerless he resorted to the pen as the only other 
instrument wherewith to exert his influence. 

At the age of thirty-one he made his début in the literary world 
by publishing in the Quarterly Review an anonymous article on the 
“Corn Laws’’—a term with much the same connotation as the 
newly coined phrase “The High Cost of Living.” At that time 
England was just beginning to realize her folly in adhering to the 
ancient mercantile system of trade. Her restrictive policy as 
regards the importation of foodstuffs was made the special target 
for attacks from the dissatisfied elements of the population. It 
was no longer a one-sided struggle between the feeble, unorganized 
consumer and the strongly intrenched, landed monopoly. The 
smoke-puffing factories, patching large tracts of fertile farm lands, 
as a result of the great industrial revolution, gave rise to a new 
stratum of society, destined to become more influential than the 
conservative landed aristocracy. The interests of the mercantile 
and manufacturing classes seemed to be wholly antagonistic to the 
traditional ideas of the farmers and landed proprietors. New 
business was the aim of the former group, whereas the latter were 
satisfied to retain merely their status quo. While the cultivator 
of the soil did not dare go beyond the home market, the new captains 
of industry were trying energetically to extend their enterprises into 
foreign countries. But, as all commerce ultimately resolves itself 
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into a form of barter, the prohibitive duties levied upon imported 
agricultural products constituted a formidable barrier to the 
extension of British industry. 

As is well known, the first practical move in behalf of free trade 
was made in 1820. In that year Thomas Tooke, in collaboration 
with influential business men of London, drew up a remarkable 
document—the Magna Charta of commercial history—which was 
presented to Parliament as the Merchants’ Petition. In this 
document the policy of free trade was emphatically indorsed by the 
leading merchants of the British metropolis; and the arguments 
against restrictive regulations of international trade were lucidly 
summarized for the special attention of the legislators. In the 
following year (June 18, 1821) a select committee of the House of 
Commons, reporting on the “State of Agriculture,’’ recommended 
the gradual abolition of the Corn Laws. 

Although the advantages of free trade were fairly well known 
after 1776, the date of the publication of the Wealth of Nations, yet 
for nearly half a century thereafter theoretical reformers as well as 
practical statesmen were groping in the dark in the absence of a 
guiding principle by which to offset the so-called arguments of the 
agricultural interests. In 1815 Sir Edward West, a barrister, 
published an essay" in which for the first time was formulated the 
economic Law of Diminishing Returns, especially as applied to 
agriculture. In his article, published in the Quarterly Review of 
July, 1821, Senior elaborated this fundamental principle and 
contrasted it with the Law of Increasing Returns as applied to 
manufacturing industries. Commenting on the Report of the 
Committee on the State of Agriculture Senior showed conclusively 
that instead of protecting agriculture the effect of the Corn Laws 
was to produce widespread distress. 

We believe that . ... the distress of our agriculturists is, in a great 
measure, caused by that of their customers, the manufacturers; that an inabil- 
ity in the manufacturers to buy has produced an inability in the agriculturists to 
sell, at its natural price, that part of their produce which has been produced 
at the greatest expense; and that that part of their produce is, therefore . . . - 
redundant—that is, meets with no demand at its natural price? ... . 

* Essay on the A pplication of Capital to Land. 

2 Quarterly Review (July, 1821), XXV, 482-83. 
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. . . . All experience shows that agricultural prosperity must always be the 
effect of great commercial and manufacturing prosperity; all reasoning proves 
that it can never be the effect of measures which tend to diminish the wealth, 
or limit the number of consumers.’ .. . . 


Interspersed among his arguments against the Corn Laws we 
find in this article the germs of many ideas which Senior later 
developed into his system of political economy. In fact this essay 
is a sort of miniature treatise on the general principles of production, 
value, rent, profits, and taxation. Even on the subject of wages 
Senior at that early date expressed views contrary to the popular 
doctrines of those days—little anticipating that many years after 
his death professors of political economy would impute to him 
theories which he, for the first time, had endeavored to explode.? 
In this connection it must be remarked that some of the views 
expressed in the original manuscript were omitted from the publica- 
tion for reasons known only to the editor of the Quarterly Review. 

As a consequence of the Corn Law agitation a group of enthusi- 
astic Benthamite reformers, headed by James Mill and Thomas 
Tooke, founded the Political Economy Club in London in the year 
1821. Two years later Senior was elected a member of this club, 
whose membership was limited to thirty-five persons. The London 
Political Economy Club is still in existence, and its monthly meetings 
are conducted in accordance with the rules originally drawn up by 
James Mill. 

In 1825 Sir Henry Drummond, a member of Parliament, founded 
the professorship of political economy in the University of Oxford, 
and Senior was elected to occupy this chair. Some of the condi- 
tions? upon which this endowment was made are of considerable 
interest. No person could hold office for more than five successive 


t [bid., p. 500. 

2 Senior has been regarded as the “‘father’’ of the Wages Fund Theory (see L. H. 
Haney, History of Economic Thought, p. 438). This ill-fated doctrine, with all that it 
implies, has been generally considered to be the greatest drawback of the Classical 
School of Political Economy. A thorough analysis of this subject is reserved for a 
future occasion, but for the present the writer can only state dogmatically that Senior 
never entertained any views conforming with the Wages Fund Theory as it is generally 
understood. 


3 C*, the Oxford University Calendar, 1852, pp. 60-61. 
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years or be re-elected before the lapse of two years. Every pro- 
fessor was obliged to deliver each year a course of at least nine 
lectures on political economy and to print and publish at least one 
of them. If the professor neglected to carry out any one of these 
rules or failed to give public notice of the time for the commence- 
ment of his course of lectures, he thereby forfeited his entire salary, 
which amounted to the princely sum of £100 a year! 

Senior delivered four courses of lectures from 1826" to 1830, 
the original manuscripts of which are still well preserved and bound 
up into book form in eight volumes. 

In 1830 Lord Melbourne, then secretary of state for home 
affairs, requested Senior, together with Thomas Tomlinson, an 
eminent lawyer, to report on the effects of the repeal of the old laws 
against combinations between workmen and to suggest remedies 
for the removal of the prevailing disturbances. The original 
Report on Combinations, dated August 21, 1832, in Senior’s hand- 
writing, and also a fair copy of it, are extant at the Home Office 
Library in London. I have also the original correspondence upon 
which this Report was based. Mr. Sidney Webb has utilized 
these papers in his History of Trade Unionism. 

At the founding of King’s College, London, in 1831 Senior was 
appointed professor of political economy.? This position, however, 
Senior was compelled to resign before having time to deliver a 
single lecture’ in order to assume the more onerous duties of Poor 
Law Commissioner. 

The deplorable effects of the old English Poor Laws had been 
occupying the attention of statesmen and social reformers since 
the year 1817, when the Parliamentary Committee on Poor Laws 
published an alarming report on the spread of pauperism. But as 
long as the reins of the government were held in the hands of the 
most conservative representatives of the old “rotten boroughs” all 
discussion pertaining to the amelioration of the status of the poorer 




































* The common statement that Senior was the professor of political economy at 
Oxford between 1825 and 1830 appears to be inaccurate. 

There is an illuminated record in the secretary’s office showing all the function- 
aries and the original professors of King’s College. 


3 As regards the disposition of this unfinished lecture see page 356. 














NASSAU W. SENIOR 355 


classes of the community had remained purely academic. With 
the popular election of 1830 the Tories were swept out of power 
and the liberal government under Lord Grey’s administration was 
now ready for “direct action.’””’ A Royal Commission was imme- 
diately appointed to make a thorough and comprehensive inquiry 
regarding the administration of the Poor Laws and to report upon 
remedial measures. 

Senior had been aware for many years of the evil effects of the 
old Poor Law régime. He had splendid opportunities for observing 
conditions in his father’s parish. He once told his daughter it was 
at the age of twenty-five that he had resolved to reform the Poor 
Laws. In his lectures and pamphlets the effects of those laws upon 
the different classes of the community are given prominent con- 
sideration. The new ministry recognized his ability in this con- 
nection and appointed him a member of the Poor Law Inquiry 
Commission." 

No sooner was Senior disengaged from his duties in connection 
with the Poor Law Inquiry than he was requested to contribute an 
article on political economy to the Encyclopedia Metropolitana, or 
System of Universal Knowledge, projected by Samuel Taylor 
Coleridge. Published in 1836, this article subsequently appeared as 
a textbook on political economy and went through half a dozen 
editions, but it was never revised. It is largely a compilation of 
certain portions of the published and unpublished lectures which he 
had delivered at the University of Oxford prior to 1830. Consid- 
ering the peculiar circumstances of its composition one must not 
expect it to be a comprehensive outline of Senior’s matured views 
on economic science. 

In the same year, 1836, Count Jean Arrivabene published his 
Principes fondamentaux de l’ économie politique, consisting of extracts 
from Senior’s published and unpublished lectures. Count Arriva- 
bene, a devoted pupil of Senior, was an Italian by birth, who spent 
many years as an exile in London, Paris, and Brussels. In 1834 


t Since Senior’s share in the Poor Law Reform of 1834 is so important from the his- 
torical viewpoint, and since the actual facts of the matter do not appear to have been 
quite understood by the historians of the English Poor Laws, I hope to deal with this 
subject more minutely at a future date. 
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he translated some of Senior’s lectures into Italian, and, while Senior 
himself was waiting for the opportunity to prepare his article for 
the Encyclopedia Metropolitana, Arrivabene undertook to clothe 
his professor’s lectures in French dress; hence his Principes. 
This work does not pretend to be a complete translation of Senior’s 
lectures, yet it contains certain portions which have never appeared 
in English print. His Introduction is made up partly of the un- 
finished Introductory Lecture which Senior had intended to deliver 
at King’s College, and partly of the published Introductory Lecture 
delivered at Oxford in 1826. However, the greater part of the 
latter lecture, especially that which describes the two branches' 
of political economy, is omitted from Arrivabene’s Introduction, 
for the reason that by that time Senior had already changed his 
views on the subject. He now regarded political economy as 
exclusively a theoretic study.? Senior has been criticized for being 
very inconsistent, and if a change of views constitutes an incon- 
sistency this is a good illustration of it. 

Though excellent in many respects and fairly systematic in 
arrangement, Count Arrivabene’s French translation is an unreli- 
able piece of work. Instead of being slavishly literal he goes to the 
opposite extreme by giving too free a translation; and thus all the 
force and individuality of the original are necessarily suppressed. 
Difficult discussions are omitted altogether, and comparatively hard 
passages are compressed in a few words. Occasionally he goes even 
to the extent of coloring Senior’s remarks with his own peculiar con- 
victions. Once a translator reaches such a degree of excellence, 
our faith in his veracity begins to dwindle away to the vanishing 
point. 

The year 1836 marks quite an epoch in Senior’s career. From 
that year also dates his elevation to the rank of Master in the Court 

* Cf. Senior’s Introductory Lecture, p. 6, where it is stated that “the science of 
Political Economy may be divided into two great branches, the theoretic and the 
practical.” 

2 Cf. Arrivabene’s Principes, p. 57 “Le devoir de l’économiste est de faire 
purement de la theorie.” This view as to the scope of political economy was modified 
later, cf. Senior’s Four Introductory Lectures, pp. 54-55. “‘ . . . . Though I profess to 
teach only the theory of wealth, I do not refuse the right to consider its practical 


application But these discussions must be considered as episodes. They form 
no part of the science which I profess.” 
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of Chancery, a position which no conveyancer had ever held before. 
Between 1837 and 1840 Senior’s literary activities were largely con- 
fined to certain aspects of the Factory Acts, and especially to the 
Report of the Royal Commission on the Condition of the Hand-Loom 
Weavers. In 1841 he began to pour out his lavish contributions to 
the Edinburgh Review. Many of these articles were republished 
later in his collected Essays and Sketches, whereas a number of other 
important contributions still remain in an unidentified, anonymous 
form. 

As one might have expected, Senior was not quite satisfied with 
his accomplishments in behalf of economic science. Consequently 
he was at this period seized with the idea of thoroughly revising his 
old lectures in order to write a systematic treatise on political 
economy. 

Ina letter’ dated January 27, 1847, addressed to Macvey Napier, 
editor of the Edinburgh Review, he writes as follows: 

. .. . I feel that in writing on so many subjects I have in some measure 
wasted my opportunities, and that if I were now to die I should leave behind 
me only scattered fragments, and no great book. I have resolved therefore to 
write my “great book,” which must be on Political Economy, as quickly as 


possible. If Iam, asis possible, appointed Professor at Oxford next Easter, this 
will force me. But whether forced or not, I shall begin and go on with it. 


In a previous letter,? August 18, 1846, he had written to Macvey 
Napier as follows: 


. . . . As to the Oxford professorship I feel that I am dissatisfied with the 
form of my writings. They are all reports, pamphlets, or contributions. I 
want to put my name to a book—and my best interest is Political Economy. 
By taking the professorship I force myself to go over the subject again, and 
devote my leisure to it exclusively. And the result will, I trust, be the book in 
question. I have therefore said that though I will not ask for the professorship 
I will take it if offered. And when you consider how I am opposed to the 
great majority of the university in politics and in opinions, and how little I have 
disguised my opinions,3 you must admit that they will be magnanimous if they 
offer it to me, as I have every reason for believing that they will do..... 
My lectures will certainly not be a sham. They will be my book..... 


* British Museum, Manuscript Department, Vol. 34,626, MS No. 563. 
2 Ibid., MS No. 357. 


3Cf. his radical article on ‘Oxford and Mr. Ward,” reproduced in Senior’s 
Historical and Philosophical Essays. 
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After the lapse of over twenty years since delivering his first 
course of lectures, Senior was again elected in 1847 to occupy the 
chair of political economy at Oxford. In the interval between 
1847 and 1852 he delivered five courses of nine lectures each. 

In a letter’ to Alexis de Tocqueville, dated March 19, 1852, 
he informs his French friend that he intends “to make the publica- 
tion of my lectures on Political Economy my principal literary 
pursuit. I delivered the last on Monday 

Notwithstanding this resolution only four Introductory Lectures 
of this period were actually published. These are fairly well known. 
A fifth one, on “The Production of Wealth,” which was published in 
1847, enjoyed so limited a circulation that some of the largest 
libraries,? notably the British Museum and the New York Public 
Library, have not been able to secure a copy. Senior, however, kept 
on revising his lectures with the ultimate object of incorporating 
them into his “great book.” 

Meanwhile events of international importance began to stir up 
the foundations of society. ‘The seeds of communism and socialism 
planted by the disciples of Baboeuf, Owen, Proudhon, and St. Simon 
began to germinate among the masses of the people on the Conti- 
nent of Europe; and as a consequence of this fermentation there 
suddenly broke forth the terrific Revolution of 1848. Great events 
were impending and Senior lost no opportunity of observing condi- 
tions on the spot. He was an accurate observer and had splendid 
opportunities of coming in close contact with the most distinguished 
men of his time. After that memorable year he was in the habit 
of recording his experiences from day to day. His exceedingly 
interesting Conversations and Journals covering the period from 
1848 to 1863 have been published in more than a dozen volumes, 
and there are more still unpublished. 

In his extensive travels he naturally formed numerous acquaint- 
ances, many of whom became his most intimate friends. A study 
of all these notables might almost comprise the social history of 

* Cf. Senior’s Correspondence with de Tocqueville, II, 24. 

2 Professor Seligman’s collection and that of the Goldsmiths’ Company’s Library 


of Economic Literature (formerly belonging to Professor Foxwell) are among the few 
exceptions. 
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the greater part of the nineteenth century. Among his most inti- 
mate English friends were the Stephens’, who were next-door 
neighbors; Archbishop Whately, Senior’s former tutor, who became 
his warmest and most influential friend; George Grote, the famous 
historian of Greece; Sydney Smith, the humorist; Lord Lans- 
downe; Spring-Rice (who later became Lord Monteagle); Henry 
Reeve, who for many years edited the Edinburgh Review; and last 
but not least Thomas Babington Macaulay. 

Among his French friends I may mention De Tocqueville, 
famous for his work on American democracy; Thiers and Guizot, 
both famous as statesmen and historians; Horace Say and his son 
Léon, descendants of the renowned economist, Jean Baptiste Say; 
Léon Faucher, Gustave Ampére, and Beaumont. 

As Senior never visited the United States his American friends 
were not so numerous and consisted of those whom he had 
met occasionally in London and Paris. Among these the most 
distinguished are George Bancroft, historian of the American 
aborigines, George Ticknor, famous for his researches in Spanish 
literature; John Lathrop Motley, the renowned historian of the 
Dutch Republic; Charles Sumner, Daniel Webster, and Harriet 
Beecher Stowe. 

As may be inferred from his broad experience of human affairs, 
Senior’s sympathies were neither local nor sectarian but cosmo- 
politan in scope. He enjoyed exceedingly the society of people of 
all ranks and all shades of opinion. He felt equally at home in 
London, Paris, or Brussels. 

Senior’s aesthetic tastes were marked by strict simplicity and a 
repugnance toward all appearances of vain artificiality. He was 
very fond of taking long walks with one or two of his friends and 
never ceased to appreciate the wonders of natural scenery, the splen- 
dor of quaint old cathedrals, and other objects of mediaeval art. 

More dear to me than Music’s voice 
The Ocean’s sullen roar, 


Dearer than crowds and festive halls 
Wild land gate’s lonely shore. 


* The grandfather of the present Lord Lansdowne, who was a liberal Whig and for 
many years an influential member of the Cabinet without portfolio. 
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The sentiment displayed in these lines, which in his early youth 
Senior jotted down while riding on the top of the Southampton 
coach, remained with him till the very end of his days. His artistic 
tastes were not remarkable. He cared very little for music and 
dancing, and tabooed all those popular enjoyments known as 
“sports.”” “There is never anything to be learned,” he cautioned 
a young college student, ‘‘among what are called ‘sporting men,’ and 
their tone of thought is low. Besides that, both the sudden hope 
and sudden gains that belong to gambling and betting destroy 
economy and regulated expenditure.” 

French poetry possessed little charm for him, and the kind of 
prose written by Carlyle and company was his abomination. He 
lacked dramatic power. His writings are comparatively devoid 
of those lighter touches of the imagination by means of which some 
authors find it in their power to ‘galvanize a broomstick.” In 
fact all the fine arts that appeal largely to the emotions did not 
quite harmonize with his tastes, precisely for the reason that his 
attitude of mind was unemotional. The reader, however, must 
be cautioned not to remain under the impression that Senior was a 
kind of intellectual automaton, for that is far from being the case. 
He was quite human, and, like all of us, subject to the natural law 
of conservation of energy. A superfluity of energy in one direction 
must necessarily be counterbalanced by a relative deficiency in 
another. An emotional state of mind, though attractive in many 
respects, does not appear to be favorable to the formation of sound 
opinions on matters involving patient and vigorous reasoning. 
Senior was first and last a thinker, and thinking on social and 
economic themes was his main sphere of activity. 

Throughout life his disposition was eminently practical and 
marked by strong common sense. He was no agitator or dema- 
gogue. ‘This, indeed, accounts to some extent for his unpopularity. 
He worked quietly but effectively. While possessing great faith 
in the realization of the possibilities of life, he had little or no 
sympathy with sentimentalists and wild dreamers whose hopes 
for social regeneration were grounded upon false conceptions of 
social ideals, or centered upon vague, transcendental ideas con- 
cerning miraculous interference with human affairs. 
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This point may be illustrated by Senior’s report of an interview 
he had with Pope Pius IX on Sunday, March 23, 1851.' Speaking 
in French the Pope asked Senior whether he had news from Eng- 
land. Upon being informed of the tottering state of the British 
government, he remarked: ‘Dangerous times are coming—the 
whole world is disturbed. ... . Tout le monde veut le bien; but 
they do not know how to set about it.” Senior, however, “feared 
that a great many people voulaient le mal.” 

Senior’s influence on the practical issues of his times cannot be 
easily exaggerated. For nearly half a century he advocated the 
same principles of social justice in his lectures, pamphlets, and 
articles in the leading magazines and newspapers. John Gibson 
Lockhart cynically speaks of him as “Tutor-General of the Whigs.’” 
Without using such pompous phrases it may be stated that Senior’s 
influence was felt by Tory politicians as well as by the leaders of his 
own party. 

Though a stanch supporter of Whig principles, Senior agreed 
with Burke that “he that supports every administration subverts 
all government.” Always rather judicious in his political views, 
he was neither radical nor conservative, but combined in a har- 
monious manner, though of course in no perfect degree, the good 
elements of both radicalism and conservatism, and fought against 
the dangerous excesses of all isms. He belonged to that com- 
paratively small group of men, scattered in every stratum of society, 
who may be regarded as radico-conservative. 

We do not pretend to have given here a comprehensive and 
detailed account of Senior’s career. It would have been an injustice 
to his memory had we attempted to condense vast stores of informa- 
tion within the limits afforded by such an article. In concluding 
this brief sketch of the author’s activities we may quote a paragraph 
taken from an article that appeared in the London Economist, 
shortly after his death, in June, 1864. 


* Senior describes Pope Pio Nono as “‘a very pleasing man of simple, gentleman- 
like manners, with a charming voice.” Cf. Senior’s Journals Kept in France and Italy, 
al, 12%. 


2 Cf. Lang’s Life and Letters of John Gibson Lockhart, II, 318. 


3 Cf. Senior’s pamphlet on National Property, and the Prospects of the Present 
Administration and Their Successors (London, 1835), p. 53- 
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. . . . We do not think that anyone would describe Mr. Senior exactly 
as a philanthropist, ... . yet he was always doing philanthropic work in the 
most practical and sagacious fashion. We do not know that we should class 
him as a moralist, yet he was always spreading and maintaining sound doctrines 
on questions vitally affecting the moral welfare of mankind. He was no melting 
or enthusiastic lover of his species, yet he was more ceaselessly occupied than 
most men in serving them and doing them good: and he served them better than 
many who professed to love them far more. We are not sure that we should 
speak of him as especially devoted to truth in the abstract, but he was more 
than most men we have known devoted to the prevalence of what is sensible 
and right in the concrete. He hated to see things go wrong, to watch ignor- 
ance, clumsiness, or blunders. He hated folly, nonsense, or humbug. Without 
being precisely a genial man, he was eminently a kindly-natured man; those 
who lived with him and knew him intimately loved him much; he had no 
disturbing or unfriendly passions of any sort towards anyone; and no preju- 
dices to pervert an intellect singularly cool and clear. Few men have ever 
made more out of life. 


III. THE DISCOVERY OF SENIOR’S MANUSCRIPTS 


In 1909 the writer attended a course of lectures on the ‘“‘ History 
of Economics” given by Professor Edwin R. A. Seligman at Colum- 
bia University. In analyzing Senior’s contribution to economic 


science Professor Seligman characterized Senior as “the keenest 
thinker since Ricardo and up to Jevons.”” These words produced 
a profound impression upon my mind, and it occurred to me that 
the life-work of such a man might be a fruitful subject for intensive 
study. In the course of my preliminary investigation I found 
certain clues in regard to Senior’s unpublished writings. It is 
reported, for instance, that the Webbs? had access to some of 
Senior’s papers; and that Mr. Mackay,} the historian of the Eng- 
lish Poor Law, had quoted extensively from the author’s manu- 
scripts. Accordingly I determined to pay a visit to England with 
the express object in view of unearthing whatsoever manuscripts 
Senior might have left unpublished. 

Arriving in London June 19, 1911, I sent out circular letters 
to various people whom I thought most likely to be in a position to 

* He was seldom called “‘ Professor.” 

2 Cf. Sidney and Beatrice Webb, The History of Trade Unionism, p. 125. 


3 Cf. Thomas Mackay, History of the English Poor Law, pp. vii, 26, 55, 117, 144, 
155, and especially chaps. v and vi. 
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help me locate Senior’s descendants; but they could be of no 
assistance to me. On July 1 I started out to make a house-to- 
house investigation in the locality where Senior formerly lived. 
At last I found two old ladies who knew a certain young woman 
who occasionally contributed articles to the Spectator, and they 
imagined that the young writer had been in some way connected 
with Senior’s family. I visited the office of the Spectator and 
the whole puzzle was solved when Mr. J. St. Loe Strachey, the 
editor of that periodical, learned of my mission. “You don’t 
want to see that young lady,” he said; ‘“‘you really want to 
see me.” 

He informed me that his wife was the granddaughter of the 
economist and that he was in possession of the author’s manuscripts. 
But he doubted whether anything of importance had been left 
unpublished. At any rate the late Mrs. M. C. M. Simpson, his 
mother-in-law, from whom he inherited the manuscripts, had left 
that impression upon his mind. 

It must be remembered that Mrs. Simpson had devoted many 
years of her life to the editing and publishing of her father’s 
Journals and Correspondence. Besides publishing several volumes 
of novels and works of a biographical nature, she had found time 
to write many articles in regard to her father’s life and times. In 
fact practically all the accounts of the author’s career that are now 
available owe their existence either directly or indirectly to this 
talented lady. Her latest work, Many Memories of Many People, 
written at an age past three score and ten, is full of reminiscences 
of bygone days. However, she did not pretend to be an economist, 
and consequently made no attempt at analyzing her father’s eco- 
nomic works. Furthermore, eminent men, such as Mr. Thomas 
Mackay and Mr. Sidney Webb, as we have stated before, were 
allowed to examine the Senior papers, and had they found anything 
of unusual importance they would certainly have called attention 
to that fact. In view of all these circumstances it is not to be 
wondered at that Mr. and Mrs. Strachey have not paid greater 
attention to their collection of papers. 

My faith, however, remained entirely unshaken. I knew that 
during his first professorship at Oxford Senior had been obliged to 
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deliver nine lectures each year, that he had lectured for at least 
four years, and that only fifteen lectures of that period had come 
down to us. I knew, furthermore, that during his second pro- 
fessorship at Oxford Senior had delivered five courses of lectures 
on political economy consisting of nine lectures each, of which only 
four or five had been published. The inevitable question, therefore, 
arose: What had become of the rest of the lectures ? 

In order to satisfy the curiosity of a perfect stranger, who had 
come from a distance of more than three thousand miles just for 
that particular purpose, Mr. Strachey invited the writer to come up 
to his house and promised to place all the facilities at his disposal 
so that “you can rout about in such manuscripts as we have.” 

As a consequence of this preliminary search there were set aside 
two large trunkfuls of papers—all relating to Senior—which the 
writer was allowed to take along to London. After spending 
four or five days in making a roygh classification of these materials 
I found that important papers were still missing and went to the 
office of the Spectator in order to consult Mr. Strachey about the 
matter. Mr. Strachey promised that if by chance anything more 
should turn up he would gladly let me know about it. 

A few days later I received from Mr. Strachey a most gratifying 
letter. ‘By a most happy accident’ seven volumes of lectures on 
political economy had been uncovered. So neatly bound were 
these volumes that for many years no one had ever suspected them 
to be anything but print; now, however, they were opened and 
found to be really manuscript. Another volume of this set still 
appeared to be missing. Accordingly, I wrote to Mr. Strachey 
that it seemed as if Senior had left inexhaustible treasures of 
unpublished manuscripts and wondered whether a further search 
would not have resulted in the discovery of more papers. He 
therefore made a most exhaustive search in every corner until 
the missing volume was actually located. In transmitting to 
me his last find the editor wrote playfully as follows: ‘I notice 
you speak of the ‘inexhaustible treasures,’ but I am sorry to say 
that you have now got the whole gold mine before you.” 

Realizing the impracticability of copying such a large collection 
of papers, Mr. Strachey did not wait for me to consult him in regard 
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to any arrangements in this connection. He took the initiative 
and without asking for any guaranties or formalities of any kind 
was generous enough to grant me the privilege of taking along with 
me all the economic manuscripts. That was certainly a most 
generous offer, which exactly coincided with my own wishes. As 
for the less important materials, such as correspondence, diaries, 
and various other memoranda, I was given full power to make such 
extracts as in my discretion were deemed necessary, and returned 
the bulk to the editor. It is therefore evident that the materials 
I have brought back to this country constitute the cream of the 


whole Senior collection. 
S. Leon LEvy 


Wasuincton, D.C. 


[To be continued] 





POLITICAL ECONOMY AND SOCIAL PROCESS' 


I had formerly some claim to be called an economist, having 
taken a Doctor’s degree in that subject in 1894. Having since that 
time devoted myself to sociology it is only recently that I have 
endeavored to recover my economic foothold by reading those cur- 
rent books that seem to have most acceptance. The following 
paper is in the way of general comment on this reading. 

The science and philosophy of the present day strives to see 
everything as part of a process, as growing out of the past under the 
operation of ascertainable laws, and giving rise, in a similar way, to 
the future. What should this mean as applied to economics? 
What should we expect of a doctrine of economic process? Such 
a doctrine should, of course, embrace something corresponding to 
the theory of production, exchange, valuation, competition, and the 
like which we now study in the textbooks; but it should do much 
more than this: it should show these immediate processes as con- 
sistent and intelligible parts of economic process at large; it should 
enable us to understand their human significance and to act wisely 
with reference to them. Practical guidance is what we have a 
right to ask of every social science, and that we may have this, 
special phenomena must be seen in the light of their larger relations. 
An adequate doctrine must, then, take account in the largest pos- 
sible way of the economic movement with a view to rational social 
action for economic welfare. Where economics falls short of this 
it fails of its essential function; and if it does fall short, if the func- 
tion cannot be fulfilled immediately, it should not for a moment be 
abandoned as an idea; we should keep it in view and be content 
with no substitute. 


* This paper was read before a small group of students and instructors in 1910. 
Several of my auditors have become influential teachers and writers and their par- 
tiality, enhanced by the haze of retrospect, has suggested that it be printed. It 
never had any pretension to be a competent criticism of political economy, and there 
is much which I should say differently if writing now. But I cannot say that I find 
it essentially untrue to my view of the present state of things. 
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What can we say of the actual treatment of process as we find 
it in textbooks and current discussions? It seems to be almost 
wholly a short-range study of mechanism, remarkable for elaborate- 
ness within a confined area, but not at all remarkable for breadth 
or for any light it throws on the wider economic and social signifi- 
cance of the mechanism of which it treats. To suggest the impres- 
sion made upon one who takes up these studies after a long absti- 
nence from them, I may say that the economic theorist appears 
like a man who should observe only the second hand of a watch: 
he counts the seconds with care, but is hardly in a position to tell 
what time it is. 

It may be said that we have also a historical school of economics, 
which makes a special point of the study of the larger process. I 
cannot discuss this competently, but will merely record in passing 
my impression that its methods are too empirical to hold out much 
prospect of an adequate doctrine of process. I take it that we need 
theory, but theory that without losing any of the substantial results 
of current economics shall so broaden them as to meet in some 
degree the requirements already suggested. Now how far a theory 
of political economy is possible that should include an adequate 
doctrine of process no man can say; no worthy adventure is certain 
of success; but I see no reason to suppose that the difficulties of 
this one are insuperable. 


By way of explaining my sense of the inadequacy of current dis- 
cussions of process, let me make some observations upon them from 
certain central points of view, beginning with demand. Am I not 
right in saying that economic theorists practically start with demand 
as a datum, and that if they go back of this at all it is in such a 
desultory and half-hearted way that serious results are not to be 
expected? Demand is represented as what the people want, and 
if there is anything wrong with what the people want we are to 
ascribe it to the corruption of human nature. It is quite proper 
to take demand as a datum for the purpose of an intensive study 
of market processes; but in practice this method too commonly 
amounts to assuming demand as justified, and as justifying all 
economic conditions that effectively contribute to supply it. 
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What is demand? It is simply an expression of economic power 
and will as determined by all the existing conditions. It is as much 
the effect as the cause of the actual state of the economic system. 
Like all our inheritance it comes down from the past in a turbid 
stream, bearing with it those struggles and compromises that make 
up human history. All the evils of the economic system, except 
those which are added in the market process, are already implicit 
in demand, and of course are transmitted to production and dis- 
tribution. To accept this stream as pure is as if a city should draw 
its drinking water from a polluted river and expect to avoid typhoid 
by using clean pipes. The pipes—that is, the process connecting 
demand and supply—are a matter of great solicitude to the econo- 
mist, the source comparatively little. 

As to demand being an expression of existing conditions, note, 
for instance, that it is largely a class phenomenon. From income 
statistics collected in England and Germany for purposes of taxa- 
tion it appears that about one-tenth of the population receive 
half of the income.t No doubt we must allow for a larger per- 
centage of saving among the richer classes, but I doubt whether 
this is not offset by the notorious understatement of large in- 
comes. It seems to me a fair guess, not excessive when judged 
by ordinary observation, that one-tenth of the people in a modern 
commercial state consume half of the produce. If so, demand is 
preponderately determined by the economic power and will of about 
this fraction of the people—a condition to be explained only by 
taking a view of economic process large enough to include the many 
forces tending to such a concentration of power. Whether this 
tenth is fit to exercise such a predominance over the whole process 
I have not time to inquire: it is obvious that something might be 
said on both sides. It means much waste and misdirection of social 
resources, but also the fostering of important interests which a 
more equal distribution of power might possibly neglect. 

I need hardly illustrate the statement that demand brings with 
it all the vices and degeneracy of the actual social system: it calls 
for drink, for prostitution, for child labor, for corrupt politics, as 


* This figure is without doubt too small. Recent studies indicate that 20 per 
cent would be nearer the truth. 
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loudly as for better things. Are these things the outcome of the 
inherent corruption of human nature? In one sense, yes: in 
another they are the outcome of the economic process itself, and 
the economist, if he is to perform his function, must understand 
how it tends to produce them. 

It seems clear that to start with demand as a datum shirks the 
most vital questions, economic questions, too, upon which society 
needs light. Indeed, there could hardly be a more vicious method 
than to confine attention to the process which mediates between 
supply and demand, leaving readers to infer, if not telling them in 
so many words, that economic good or ill is to be looked for wholly 
or chiefly in the greater or less efficiency of this process. The prob- 
lem is not confronted at all, and yet the most sweeping conclusions 
are reached by apparently exact methods. 

Perhaps the most notable example of this fallacy is to be found 
in the treatment of distribution by certain American economists of 
wide influence. They assume productivity as judged on the market 
as the righteous or approximately righteous basis of distribution, 
and in so doing of course accept demand, with all its implications, 
as the standard of economic justice.* With their further argument, 
very questionable in my judgment, that competition is, or tends 
to be, effectual in giving to each man or agent a share proportional 
to his productivity, I have at present nothing to do: I wish only 
to note the fatuity of their assumption. If demand itself is organ- 
ized wrong—as in great measure it certainly is—even an efficient 
process may simply bind men into this wrong. I need only 
mention the case of a girl comparing the earnings of needlework 
with those of prostitution, or of children forced prematurely into 
monotonous and stunting labor, to show what I mean. And 
these are not exceptional cases but typical of a great part of the 
actual working of demand. It would be easy to show that a 
society might conceivably be quite just according to the tests of 
these economists, and yet vicious, decadent, and with half its 
population in hopeless poverty. The vices and luxury would be 
duly paid for according to the law of productivity, and the 


* Although most economists, I believe, now reject this theory it seems to me to 
be implied in much current teaching. 
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increasing poverty would be justified by the increasing inefficiency 
which naturally attends it. 

Of course the fallacy in all this comes from the fragmentary 
view of the economic process. The mind moves in a narrow circle 
from which the most vital facts are excluded. In the extreme case 
I have suggested, a really functional economics would consider in 
the largest way the capacities of the degenerate society and how 
its resources might be so used as, on the whole, to promote 
economic regeneration. And the partial degeneracy of our own 
order must be considered in the same large way. 

The ordinary economic analysis affords no basis for a judgment 
of the social value of the present distribution of wealth; you might 
as well judge the social value of a man by the efficiency of his 
digestion. The analysis reveals forces which must be taken into 
account—and this is a real contribution—but they cover only a 
rather small part of the economic situation. It is the more or less 
veiled ethical pretensions of the narrow school of economic ana- 
lysts that make it doubtful whether their influence is for good or 
otherwise. 


I pass to some observations on competition, which is, if 
adequately conceived, the very heart of the economic process. 
Although this is recognized by economists to be the case, I venture 
to doubt whether they have attained any view of competition that 
really comprehends its economic function and its relation to other 
social processes. Political economy has, from the beginning, 
abstracted competition from other phases of the social movement, 
conceived it in a highly individualistic sense, and made of it, in this 
narrow sense, a kind of ideal. It has not shown it in its real nature 
as part of a process of progressive organization, in which competi- 
tion and combination are complementary phases of social adapta- 
tion. Competition has been isolated and idealized: combination 
has been regarded as a disturbing condition and treated by a 
method, very natural where fact and theory do not agree, which 
I will call the method of doctrinal patches. 

Political economy has scarcely the rudiments of a doctrine of 
economic organization in a large social sense; this seems to me 
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its central deficiency. In the lack of this the phenomena of organi- 
zation have come upon us for the most part unexpected and un- 
understood, and the economic treatment of them, so far as there 
is any, is a kind of patchwork, not a consistent part of the system. 
The latter is still individualistic and static. A doctrine of organi- 
zation, long overdue, should not be impossible of achievement. 
Some rather unorthodox economists, like J. A. Hobson and our 
own Professor H. C. Adams, have indeed made serious contributions 
in this direction. 

To return to competition. It is, I think, an inconsistency 
characteristic of the narrow view economists have of social process, 
that free competition is regarded as a static condition. Now, in 
fact, a static condition is just what must destroy free competition 
and give rise to a rigid and non-competitive kind of organization. 
Free competition, in so far as it exists, is a phenomenon of social 
change, and only in a time of generally unfixed conditions could it 
have come to be looked upon as a matter of course, as normal. In 
so far as society crystallizes and approaches, even distantly, a 
static condition, free competition disappears. 

Generally speaking, it is for the interest of competitors to “get 
together.” There is also a natural advantage of position in the 
possession of a given function which, under settled conditions, 
makes strongly for monopoly. Now the condition of things most 
hostile to these forces is such a degree of economic instability that 
they do not have sufficient time and a sufficiently definite basis to 
work out their natural results. The conditions most favorable to 
“getting together’? and to monopoly are those which are static, 
because they do afford time and a definite basis. 

Far from free competition being “natural” under settled con- 
ditions it can persist under such conditions only in so far as it is 
made a conscious object of public will. The only guaranties for 
its preservation are, first, that certain dynamic elements, such as 
the inequalities of individual capacity, cannot wholly be suppressed, 
and, secondly, the deliberate fostering of competition by such 
methods as free public vocational education and the public control 
of great industries, trades unions, and the like. The doctrine of 
unlimited competition by individuals or small associations as a 
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normal condition was suggested to the economists by the disinte- 
grated conditions natural to the transitional, highly dynamic time 
in which they lived. To incorporate this into a doctrine of static 
economics must appear to a student of the larger process quite 
unsound. The conception contains elements essentially contra- 
dictory. 


















I come now to the doctrine of public control. My impression 
is that economists treat this as a matter distinct from the economic 
process, as a patch which may or may not have to be added at a 
given place, but which is, in any case, something of an external 
and alien nature. I question whether we shall understand these 
matters until we attain a view which shall see public control as a 
normal and inseparable part of the economic process itself, which 
has grown with its growth in the past and must do so in the future. 
Have not economists made abstraction of certain phases of public 
control to which they were accustomed, such as the existing laws 
of property, contract and bequest, accepting these as normal while 
regarding others as exceptional, as more or less justifiable “inter- 
ference’? But is it not the fact that there is here a continuous 
socio-political process which cannot be understood except as a 
whole and that the delimitation I have just mentioned is merely 
arbitrary ? 

To state it otherwise, political economy assigns a great sphere 
to rational control in its individual aspect, making this a part of 
its system, but ignores, or sets apart as interference, the same thing 
in its collective aspect. Now rational self-direction, whether indi- 
vidual or collective, must be regarded philosophically as the highest 
phase of the life-process, and, moreover, these two phases are cor- f 
relative and, in a general way, develop pari passu. Political 
economy not only recognizes but exaggerates individual rationality, : 
assuming an almost ideal efficiency in it, while at the same time 
the correlative phenomenon of collective rationality is left out in 
the cold. The two are violently divorced, one being rejected, the 
other accepted, exaggerated, isolated, and formalized. Surely the 
conception attained in this way is highly unreal. 
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The attitude of economic theorists of the dominant school 
toward ethics I gather to be substantially that of a kindly banker 
toward philanthropy. He is willing to give money to worthy causes, 
but he insists that its principles shall in no way be mixed up with 
those of banking. Philanthropy and ethics are optional, personal, 
and matters of sentiment. Now I submit that while this attitude 
may have a certain justification as a method of abstraction in the 
working out of details, it is narrowing and debasing as applied to the 
large principles of any social science. What are these ethical aims 
of society? They are simply rational aims, representing the ideal 
of efficient total organization. There is a disposition to set them 
aside as matters of sentiment rather than of the intellect, but if we 
look closely at the matter we shall see that so far as sentiment is 
involved we are all pretty well agreed; we know that we want a 
just, kindly, and hopeful society. Taking this for granted we find 
that in practice ethics offers an intellectual problem, that of the 
principles in following which we may achieve the ends that all 
desire. A social science which is not also, in its central principles, 
an ethical science is unfaithful to its deepest responsibility, that 
of functioning in aid of general progress.' I do not say that eco- 
nomics is, in practice, wholly unfaithful to this responsibility; but 
I am not sure that what it has done has not come more from the 
untutored good sense and good feeling of economists than from the 
principles of their science. The ethical considerations in the eco- 
nomic textbooks, so far as I have noticed, are admittedly patches, 
not organic parts of the doctrine. 

In all inquiry into social process the central question is no doubt 
that of progress, of the increase of rational, efficient, humane 
organization. This is essentially an ethical question, and any 
social science which is informed by an adequate conception of 
process must feel it so. The economist must specialize in the eco- 
nomic aspect of progress, but if he does this in such a way as to 
separate the principles of his science from those of social ethics I 
conceive that he is fatally wrong. 

On the whole, it would seem that the ingenious but circum- 
scribed science of political economy deals with social process almost 
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wholly in its immediate and somewhat transitory aspects—such as 
that of market valuation—and is not, in a large sense, a science of 
process at all. 

The question has occurred to my mind whether the spirit of 
political economy is not, for the most part, pre-Darwinian. Is not 
the tradition originally formed under the influence of an indi- 
vidualistic, non-evolutionary philosophy still, in the main, ascend- 
ent, modified only by somewhat superficial applications of doc- 
trinal patchwork? It is at any rate clear to me that the spirit of 
American theorists, as indicated by the writers of most reputation, 
is alien to that conception of organic process that is prevalent in 
contemporary philosophy, biology, and, in some degree, sociology. 
I have been surprised that works so essentially static and individ- 
ualistic as those of * and * could be produced at the 
present day. Apparently economics has an atmosphere of its own, 
capable of protecting its votaries from distracting innovations. 


CHARLES H. COOLEY 
UNIVERSITY OF MICHIGAN 


* I prefer to omit the names of the authors I had in mind, as the paragraph applies 
no more to them than to others. It is true, in my judgment, of almost the whole body 
of mature theorists in what may be called good academic standing. 














THE PLACE OF VALUE THEORY IN ECONOMICS. II 
VI 


If we are prone to look upon the three decades of the history of 
economics following the first appearance of Mill’s treatise as years 
which the worms ate up, it is because we note only the economics 
formally pent up in books. During this period new conditions were 
arising which were to gain strength and eventually to effect pro- 
foundly both the general subject and the semi-independent dis- 
ciplines with which it was soon to be surrounded. These conditions 
in fulness of time produced their vintage in a new economic theory 
concerned almost ‘exclusively with the value problem and in the 
complementary appearance of several semi-theoretical or non- 
theoretical economic disciplines. ‘Their impress has been so distinct 
that the newer position of value theory in the enlarged complex of 
economics can be shown only by enumerating and discussing quite 
specifically three of the most important of these influences.’ 

The first and the most important of these was the conversion of 
the subject of economics itself into an institution. So long as eco- 
nomics was political economy, so long as a statement of principles 
was conditioned upon a consideration of problems, so long as the 
building of systems had to wait upon popular concern, the subject 
was a capricious and vacillating one. The replacement of the 

? From this point on it is manifestly impossible to proceed by using the sequence 
of the most significant writers as a thread whereon to hang explanations of successive 
stages of development. Since they are numerous, since their systems are delicately 
fashioned, and since much of their emphasis falls upon their differences over non- 
essentials, they run in too many directions and converge upon inquiries too particular 
to suit the crude purpose of this study. Accordingly, in contrast to the method already 
used, the tendencies which have characterized the development of economics in its 
latter-day stages will have to be considered abstractly. Individual writers will be 
used only to illustrate particular points. Inasmuch as the purpose of this study is to 
indicate the position of value theory in current economic speculation in this country, 
the illustrations used are confined to the sequence of writers and schools who have 
been most responsible for it. This sequence, historically true, is neither a strict 


chronological nor a national one. It starts with the early classicists, continues with 
the Austrians, and reaches current expression in the American productivity school, 
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economics of Smith by that of Ricardo is significant of the spirit 
of change which its development had to obey. Since amid the 
facts of social development new problems were constantly arising, 
since many angles of vision were held by the too-busy workers in 
the field, and since the personnel of the subject was constantly 
being replaced by men recruited from all walks of life, the body of 
doctrine which came into repute was of small volume, loosely tied 
together, and chaotic in character. Among unorganized workers 
ties could not be strong, and at best tradition could gain but an 
uncertain hold on their endeavors." 

The standardization of economics as an academic discipline 
changed the character of the personnel through whose intellectual 
efforts development had to take place. Freedom from direct 
concern with practical problems robbed economics of the capricious 
but enthusiastic explorers who invaded uncharted regions and 
brought back truths or would-be truths extremely valuable in the 
humdrum universe of here and now. Their places were taken, not 
by hardy adventurers, like Smith and Ricardo, who dared to blaze 
new trails, but by conventional and respectable workers who had 


of which Mr. J. B. Clark is the best expression, Mr. Fetter and Mr. Fisher represent 
a first variant, and Mr. Davenport a second variant. The statements in the text, 
accordingly, true as they are of American theorists as a class, can be applied to par- 
ticular authors only with the necessary exceptions and qualifications. It is evident 
that their lack of applicability increases directly with their departures from utility- 
productivity theory. It must be distinctly understood that generous qualifications 


in England. The difference is due to the more lasting influence of classical traditions 
there, the less permanent impress left by Austrian doctrine, and the intellectual 
dominance of Mr. Marshall. His work has been studied and quoted here, but it has 
left little permanent impress either upon the concept of economics or upon the nature 
of inquiries into value and distribution in this country. 

* Perhaps the reader, contemplating the well-known sequence from Smith to the 
younger Mill, including as it does besides them, Say, Malthus, Bentham, Ricardo, 
McCulloch, the elder Mill, Whately, Senior, as well as lesser dignitaries, may regard 
this statement as too strong. But in defense of it, it needs be said: first, that the 
works of these authors represent in volume an inconsiderable part of the economic 
literature of the period covered; and, secondly, that the unity which they possess is 
largely one imputed to them by selection and interpretation after economics became 
a relatively stable thing in the scheme of academic studies. As for definite evidence 
of the loose connection of doctrines in the period of the classics the reader is referred 
to Mill’s ill success in organizing them into a coherent scheme. 
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curiosity, energy, and a wonderful love of order.’ Since the eco- - 
nomics which appealed to them was the economics which had 
become an intellectual discipline, they came to it first as learners. 
Before they made contributions to the literature wherein lay the 
record of its development they mastered its dogma and learned 
to respect its traditions. Since they were of the world they 
could not make themselves immune to passing circumstance, nor 
did they wish to do so, provided attention to the mundane did not 
interfere with the development of the subject along traditional 
lines. Yet the compelling influence which animated them came 
from within. 

Such conformity, however, by no means meant acceptance of 
the discipline as they found it. If they were not primarily con- 
cerned with the social relevancy of the system as a whole, men who 
were drawn to ecomonics by the logic and symmetry of its structure 
could not long remain blind to its inconsistencies and to its pos- 
sibilities of more subtle statement and more articulate arrangement. 
They were sure to appreciate the clumsiness of the old concept of 
wealth with its vacillations in meaning between social welfare, 
material goods, and pecuniary income. To escape from its capri- 


cious tyranny they could crowd more and more of the idea of pecuni- 
ary income into it or, better still, they could replace it by the far 
more coherent concept of value. In terms of one or the other of 
these new concepts they were called upon to re-examine the whole 
subject, to discard the irrelevant, to throw into subordinate dis- 
ciplines the nearly irrelevant, and to transform the contents of 
Mill’s catholic category into a logical unity. However far the 


t Whatever may be true of the intellectual predilections of those who went into 
economics in the seventies and eighties of the last century, the institution of the doc- 
torate as the accedited way of producing economists has resulted in a conventionalized 
product. ‘The output of such a system will in the main be an output of conformists. 
Some students will, of course, become radicals through revolt. More, perhaps, will 
simply be lost to economics by disaffection. The majority will be economists of sorts, 
creditable on the whole, safe, sane, and unoriginal. Their drill has been such as to 
assure them against going far off the path. But their chances of going splendidly 
right in the direction of originality and creative thought would have been better if 
their training had been less pervaded by the spirit of authority.”—James A. Field, 
**The Place of Economic Theory in Graduate Work,” Journal of Political Economy, 
XXV, 54. 
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subject tended to be removed from the swiftly changing complex 
‘ of social life, as an independent subject it tended more and more 
to an inner consistency based upon a progressively refined concept 
of value. 


The second of the tendencies leading to the transformation of 
value theory into economic theory was the dominance which the 
mechanistic logic was coming to exert over academic work. The 
characteristics of this method are so obviously familiar that they 
require no extended presentation here. They include assumptions 
of the homogeneity and subservience to exact measurement of the 
several things to be studied, of the divisibility of the whole into 
all-comprehensive and mutually exclusive parts, of the unchanging 
identities of the objects of investigation, and of inclusion of an 
object or class within or its exclusion from a larger class as a method 
of proof. It is essentially a logic of matter, of quantity, of statics; 
the questions which it permits to be asked can be answered in 
quantitatively precise terms; the result of a sustained inquiry can 
be stated as a mathematical formula. This method, obviously 
applicable to mathematics and to sciences, which, like physics and 
astronomy, prosecute quantitative inquiries, came to dominate 
academic work generally. It not only expressed itself in researches 
in the natural sciences, but thrust its tools of investigation into the 
hands of workers seemingly as little in need of them as students in 
history, psychology, literature, and religion. In the industrial realm 
it was at the basis of both the machine technique and the pecuniary 
calculus, the two institutions most responsible for the essential 
characteristics of industrialism. ‘There is small wonder that it 
became a magic ritual into terms of which ordinary activities were 
- translated. Almost unquestioned it was accepted, not as a mechan- 
istic logic, suitable for certain inquiries, but simply as “‘logic”’ or 
“scientific method,” a procedure of unqualified efficacy and uni- 
versal applicability. 

To the influence of this method economics proved particularly 
susceptible. It was well adapted to the problem of reconstructing 
a subject which was losing its connection with practical affairs and 
was assuming a self-centered consistency. It was accepted; and in 
contradiction to the traditional name of “political economy,” in 

















THE PLACE OF VALUE THEORY IN ECONOMICS 379 


which there was a vested interest which could not be sacrificed, 
economic speculation became a science. As such its concern 
became “economic phenomena,” all of which were projected upon 
the same temporal and institutional plane for quantitative study. 
As such it sought to discover principles or to formulate laws of 
universal application. The ideal which economists set before 
themselves was truth which transcended the limitations imposed by 
the conventions in terms of which society was organized and 
attained to eternal verity. They sought statements which could 
be printed in italics. Even the stream of change, which was at 
flood at the time, did not cause the busy workers to become pessi- 
mistic over the attainment of such ultimate ends. Much of this 
change was beyond the narrow boundaries which tradition was 
beginning to assign to theory, and its votaries were not profession- 
ally compelled to take account of it. But so far as it was noticed 
they were not disturbed. They insisted that, however complex a 
situation, it could be resolved into mechanically distinct elements, 
and that the principles deduced from a consideration of these could 
be compounded into a formula covering the situation.’ Devotion 
to the method led to a comparison of the truths of economics with 
those of the natural sciences, a comparison by no means unfavorable 
to economics.” In time there came to be a large literature arguing 
for the truths of the hypothetical laws of economics. 

The accommodation of economics to the new methodology was 
for a time quite uncertain. At first it found expression in such 
diverse ventures as the rise of the early statistical school and the 


« A tardy and partial recognition of social change has led to an addition of “‘dy- 
namics” to economic “‘statics.” Its function is suggested by the following quotation: 
“Finally it is necessary to study the forces of progress. To influences which would 
act if society were in a stationary state we must add those that act only as society is 
thrown into a condition of movement and disturbance. This will give us a science of 
Social Economic Dynamics. It will bring the society that figures in our theory into 
a condition that is like that of the actual world..... A different set of forces is 
acting in connection with the static ones, and real values, wages, are the resultant of 
the two kinds of forces.”—John Bates Clark, ‘The Future of Economic Theory,” 
in Quarterly Journal of Economics, XIII, 10-11. 


? For an interesting and enthusiastic comparison of this kind by one whose repu- 
tation was made in astronomy see Simon Newcomb, “The Two Schools of Political 
Economy,” in the Princeton Review, XIV, 291-301, and “The Method and Province 
of Folitical Economy,” in the North American Review, CXXI, 241-70. 
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attempt of the German historical school to dominate the subject. 
The first sought precision and found it, but it failed to satisfy the 
demands made upon the science for laws. The second, by its 
assumption of the mechanistic character of social change, found 
accuracy for its statements, but threatened to dissolve the science 
in a thousand particular inquiries. Neither satisfied a generation 
who remained in economics because it satisfied their love of subtle 
distinction, sustained argument, and articulate statement, and who 
were determined to compound immutable principles into a consistent 
scheme of thought. This methodology could be applied to general 
economics only by the men who were beginning to be called 
“theorists.” For their system-building the mechanistic logic sup- 
‘ plied them with an indispensable tool. By permitting them to 
work only upon problems which could be dealt with quantitatively 
it emphasized the tendency to reorganize the subject about the con- 
cept of value. This meant a clearer recognition of the pecuniary 
character of incomes and the subordination of distribution to value 
theory. It meant, too, a keener perception of the complementary 
character of distributive shares, a closer co-ordination of them into 
a social dividend, and an imputation of them to units of impersonal 
factors of production rather than to individuals. Needless to say 
the institutions surrounding distribution were stripped away and it 
was limited to a mere resolution of income into its component parts. 
It is of note that this methodology brought with it to economics 
many devices of a mathematical character, particularly the use of 
diagrams, the plotting of graphs, and the method of infinitesimal 
differences called the calculus. With the aid of such devices the 
formulae of ‘‘demand and supply” were translated into the neat 
and compact expression ‘‘marginal utility’? and the cumbersome 
explanations of a whole set of distributive shares were resolved 
before the magic of the word “productivity.” 

The third of the tendencies which gave to value an overlordship 
of economic theory was the change in social problems of importance. 
If their detachment from the concerns of an everyday life did not 
allow economists explicitly to address themselves to the perplexing 
difficulties of a changing social order it could not prevent the new 
questions indirectly from influencing their work. They could offer 
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little resistance when practical concern threatened to force them in 
the direction in which the tendencies enumerated above were 
already carrying them. Unlike the mercantilist restrictions which 
had aroused Smith, and the riddles of currency and the laws 
of trade which had stimulated Ricardo, the new provocation was a 
deep-seated questioning of the ecomonic justice of the distribution 
of wealth between groups under the prevailing industrial order. 
In a way the problem was old, for economic discontent had long 
been abroad in the land. But as the last half of the nineteenth 
century advanced the voice of protest became less of an incoherent 
cry inspired by emotion and acquired more of an intellectual basis. 
Eventually it ripened into a system of thought and a program and 
acquired a formal statement. 

This intellectual eminence was attained by two works which 
were directed at the very foundations of the existing order. One, 
written by Henry George,' attacked the equity of private incomes 
from land. The other was a culmination of the development of a 
system of thought which can be traced directly back to the anti- 
Ricardian literature of the first part of the century. Its gradual 
development reached its most coherent expression in the treatise of 
Karl Marx,? which voiced an indictment against incomes from . 
capital. George and Marx were alike in coming from without the 
ranks of the economists, in subordinating professional speculation 
and academic inquiry to avowedly propagandist purposes, and in 
premising their arguments for radical reconstruction upon reputable 
Ricardian doctrines. George used the Ricardian theory of land 
differentials as the basis of an argument which led to a proposal to 
confiscate the “unearned increment” in land values. Marx used 
the Ricardian theories of labor as the source of value and subsistence 
as the measure of wages to deny to the capitalist his claim of interest. 

* Progress and Poverty, published in 1879. 


? Das Kapital, the three parts of which were first published in 1867, 1885, and 1894. 
Since this was the result of development, and since Marx had written before, the dates 
are not so important as in the case of Henry George’s contribution. 


3 Whether Marx rightly interprets or whether he misrepresents the views of 
Ricardo is a subject of mere academic interest, since it has reference to a traditionalized 
Ricardo and not to the historical one. It can be settled only by saying that he follows 
the mythical Ricardo created by the socialists and is untrue to the traditionalized 
Ricardo of the neo-classicists. 
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The relevancy and pertinency of these challenges could not escape 
the attention of the economists. 

How much of conscious and how much of unconscious intent 
found expression in the reaction of the men of the schools to these 
irritating stimuli it is impossible to say. But that the impact left 
a deep impress upon the newer body of classical doctrine there is 
little doubt. Naturally enough the single-tax argument, which was 
the less revolutionary of the two, received the smaller attention. 
In the country of its origin, one wherein land ownership was still 
diffused through all social classes, it was hardly necessary formally 
to discredit it. The sturdier economist persisted in going his way, 
ignoring the newcomer, while his more timid brother, oblivious to 
the greater danger from Marx, tucked land away for safety within 
the concept of capital. This merger, by adding another to the 
diverse elements included under this category, aided business usage 
in translating a waning technical concept into pecuniary terms. 
The translation contributed its bit toward the subordination of all 
economic inquiry to the dictates of the value problem. 

The Marx attack was more generally, and perhaps more con- 
sciously, met. The demand of the Marxians was not formally put 
forward as a proposal of changes in social arrangements designed 
to secure future social well-being, nor was it accepted as such by the 
economists. It was rather a claim, based upon the right of produc- 
tion, to the whole product of labor or of industry.t Accordingly 
the economists assumed a juristic attitude and proceeded to sit in 
judgment upon the case. To that end they assumed both the 
immutability of existing arrangements and the validity of the 
ethical standard that one had a right to what he had produced, and 
set about finding and imputing personal responsibility for the 
pecuniary dividend which was the property at issue. This search 

‘It is interesting to note that the assumption “to the producer belongs the prod- 
uct’”’ was held both by the economist and by the reformers. Neither seemed to 
doubt the possibility of imputing personal responsibility for production, a matter not 
at all surprising in view of the fact that it was the habit of the age to make every 
intellectual inquiry lead to a responsible individual. More significant is it that it 
should have been universally held that the proper way to dispose of such a question 


as this was to look back to responsibility for authorship rather than forward to the 
alternative social effects of keeping present arrangements intact or of changing them. 
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took the form of a diligent and protracted inquiry into the “origin 
of value” and of its most controverted manifestation, “interest.” 
At first, seemingly zealous to escape the Marxian intrepretation, 
they renounced outright the cost-of-production theory, from which, 
by disregarding all costs save one, the labor theory had been evolved. 
This seemed to belie the task of imparting personal responsibility, 
which was the object of their quest, for it forced them to find refuge 
on the demand side of the equation. This led to a protracted 
journey beyond the frontiers of economics into the unfamiliar 
province of psychology, where an ultimate was found in a “sub- 
jective” personal utility, antecedent to market price. So convin- 
cing seemed this that for a time a significant group of economists 
viewed ‘‘cost”’ as a mere instrument by means of which utility was 
assessed and conveyed along the productive sequence,’ and it was 
many years before an “equilibrium” theory of the origin of value 
embodying both utility and “disutility” came again into general 
repute. 

It seems apparent that this argument served to deny the claim 
of labor without finding a basis for a claim by capital to any part 
of the product. Accordingly it was supplemented by a general 
re-examination and restatement of the doctrine of interest, which 
necessarily involved some overhauling of the accepted theory of 
wages. The logic which had discredited costs had, of course, 
robbed “‘abstinence,” “waiting,” and the other disutilities incident 
to capital accumulation, of their efficacy. Even if expediency 
required a compromise to be patched up with logic, the idea of the 
sacrifice involved in saving could not be retained under the old 
names. It required alike a rechristening and a bolstering with new 
supports. To the latter end a second excursion was taken beyond 
demand and an antecedent of interest, free from any suspicion of 
the influence of labor; was found in the “productivity of capital,” 
openly avowed or thinly veiled by some such concept as “the 
technical superiority of present goods.’? Whether consistent with 

1““As the moon reflects the sun’s rays om to the earth, so the many-sided costs 
reflect the value, which they receive from their marginal product, on to their other 
products. The principle of value is never in them, but outside them, in the marginal 


utility of their product.”—Eugene von Boehm-Bawerk, The Positive Theory of Capital, 
p. 189. 
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the utility theory of value or not, the former demand was met by a 
reappearance of the older idea of “abstinence” in the newer form 
of “the preference for present over future goods.” These two 
propositions, given different names by different economists and 
often appearing in strange and unfamiliar forms, served further to 
discredit the inclusive claim of labor and to establish the right of 
capital to a share in distribution. 

The concept of productivity, which was the heart of this expla- 
nation, furnished a clue for an elaboration into an exact quantitative 
system of all the problems of distribution. The idea that capital 
created its own return suggested that each of the instruments of 
production did likewise. Production, accordingly, became a syn- 
thesis in terms of which each of the productive agencies made 
its definite and precise contribution to the pecuniary magnitude 
called “the social dividend’” and distribution an analysis by means 
of which this whole is with equal accuracy to be resolved into the 
component parts of those who have claims upon it. Conventional 
arrangements were assumed, the fact of change was obliterated, and 
competition was given a universal efficacy. Each of the elements of 
production, labor, capital, land (if not included under capital), and 
in more than one case “risk-taking,’’ were compounded into funds 
made up of units which were interchangeable and, therefore, of a 
like value. The value of a unit of each of these funds was found to 
correspond with the value of the last or marginal unit. 

The various devices used to ascertain this most important of all 
values are much too numerous to be recounted here. Usually they 
involved such devices as the addition of a unit of infinitesimal size 
to one of the factors used in the productive combination, the appear- 
ance of a “‘margin of indifference,” wherein labor and capital were 
of equal cost and value in their employment,? or the use of 

* John Bates Clark, Essentials of Economic Theory as Applied to Modern Problems 
of Industry and Public Policy, pp. 74 ff. In fairness to Mr. Clark it must be said that 


he defines the productive synthesis in terms of goods. However, the context seems to 
indicate that he frequently, perhaps usually, thinks of it as a pecuniary magnitude. 

2In these discussions of distribution the issue as between authors, if not within 
an author’s own work, is often confused. Quite frequently one author has in mind 
pecuniary worth in view of the situation while another author discussing the identical 
problem thinks of pecuniary worth to the employer. Again one cannot always tell 
whether an author is telling how wages are determined or whether he is stating the 
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simultaneous equations.t The result achieved was the elaboration 
of a formula for the determination of the value of a unit of a 
fund.? Yet by the use of this mechanical device all the problems of 
distribution were easily solved. It sufficed to explain distribution 
between persons, for the share of the individual is equal to the rate 
of wages or of interest, as the case may be, multiplied by the num- 
ber of units of labor power which he possesses, or the number of 
units of capital which he owns.’ It likewise sufficed to make clear 


conditions under which it is profitable for an employer to hire. In general the explana- 
tions drift toward an answer to the question of how the value of a unit of labor or 
capital is to be found rather than toward the source of their value. The latter, which 
is avowedly the central inquiry, tends to be settled by a word or phrase, such as “‘prod- 
uctivity,” ‘technical superiority of present goods,” or “‘time preference.” 

* Note the attempt in every case to reduce the factors to such terms that they may 
be dealt with in the mathematical terms of the mechanistic logic. John Bates Clark, 
for instance, reduces land to capital, erases profits as inconsistent with the static state, 
and finds labor and capital alone left. These he combines and finds the productivity 
of each in turn by means of an addition to the combination of an infinitesimal unit of 
each. See ibid., pp. 124-58, and The Distribution of Wealth, especially pp. 173-87. 
Henry Rogers Seager first disposes of profits by regarding them as temporal accidents, 
then dismisses rent as a surplus based upon land differentials, and finally comes to the 
problem of wages versus interest, which he attempts to dispose of in terms of a “margin 
of indifference.” See his Principles of Economics, pp. 189-212, 229-43, 244-82. 
Friedrich von Wieser, if not more mathematically inclined, at least more conversant 
with the possibilities of mathematics, proceeds by the use of simultaneous equations 
to elaborate a formula capable of covering the situation, involving a correlation of the 
usually recognized factors of production. See his Natural Value, especially pp. 86-89. 
There is some disposition on the part of modern economics to dismiss the number of 
these factors as accidental. It is of note that none of the authors mentioned above 
is dominated so completely by the sheer logic of mathematics as are Pantaleoni, 
Wicksteed, and Schumpeter. 

2 Note the distinction between the problem of wages implicit in this distributive 
scheme and the older ones to which economics tried to give an answer. The sub- 
sistence theory of wages is an attempt to answer a question connected with their size. 
The wage-fund argument attempted to show that wages in general could not be raised 
by manipulation or artificial interference. The argument referred to above, in any one 
of its numerous forms, is an attempt to state a formula in terms of which wages can 
be ascertained. From the subsistence to the productivity theory the question has 
shifted from “chow much ?”’ to “‘how ascertained ?” 

3 Many overt and covert productivity theorists will deny giving countenance to 
the concept of ‘“‘a unit of labor,”’ which, like so many of the devices with which the 
Marxians were fought, is quite Marxian. The assumption is usually concealed by a 
method of explanation which postulates a group (fund) of laborers (labor) possessed 
of equal ability (units of labor power). An admission of differences among laborers, 
an attempt at funding, and a measurement of wages from the margin, makes logically 
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the distribution of the whole product into the aggregates which 
constitute the total shares of the owners of the several “‘factors of 
production,” for each of them is equal to the number of units in 
the fund multiplied by the value of the marginal unit. Finally the 
all-comprehensive problem of a rigid accounting for the whole prod- 
uct is solved, for it has often been demonstrated that under com- 
petitive conditions the claims of all who own units of the several 
funds can together be satisfied by, and only by, an exact exhaustion 
of the social dividend. In short, under the influence of the mechan- 
istic logic the question of the source of value was resolved into a 
series of quantitative formulae which converted real questions of 
distribution into a complicated calculus of values. 


VII 


While the tendencies which have just been enumerated were 
remaking the content of value theory and giving it a dominance 
over distribution, they were also profoundly affecting its nature 
by changing its relationships to the various subjects of study which 
were beginning to constitute an enlarged field of economics. Just 
as they gave a new inward content to the definition of value theory, 
so they made it a new thing in its outward relations. Since these 
relationships hold the external meaning of the new definition they 
must be set forth in some detail. 

Let us begin at the frontier, where economics abuts upon the 
technical and business sides of the industrial system. Here there 
was, first of all, a group of newly established subjects beyond the 
pale of the influence of value theory. It included such objects of 
investigation as transportation, accounting, corporation finance, 
and commercial organization. The impulse which made them 
candidates for formal study was the necessity of understanding and 
controlling, for public or for private ends, the instruments and 


necessary the assumption of “‘a unit of labor,’ however much it may be concealed by 
explanations using the terms “personal differential,” ‘occupational differential,” and 
the like. One may be tempted to raise the question of how this unit of labor is to be 
determined, since it exists antecedent to the emergence of value. But since the dis- 
cussion at this point aims at nothing more than to show the relationship of the mathe- 
matical character of the distributive inquiry to the dominance of the value problem, 
it would be stirring up gratuitous trouble to yield to such a temptation. 
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agencies of modern industry. Those who became engaged with the 
perplexities of these new subjects came in large part from without 
the field and brought to their task a far greater familiarity with 
business practices and with the ritual of technical processes than 
with the lore of economics or the subtleties of value theory. Their 
purposes were usually immediate; they knew and trusted “facts” 
and were wary of the wiles of speculation; they used in their labors 
the methodological tools of common sense rather than the finer- 
edged ones of academic procedure. The result was that their 
studies showed little disposition to pass beyond the descriptive © 
stage; their intellectual harvest was factual rather than inter- 
pretative; and their wildest generalizations were too much in thrall 
to the particular to be of any general significance. Their concern 
with industry brought them within the general realm of economics, 
and they were not averse to the prestige of the name, but the 
sovereignty of the latter was nominal rather than actual. The 
closer unity into which value and distribution had been drawn 
severed the links which tied economic theory to the larger industrial 
world; it had no longer principles or tasks in terms of which it could 
direct, organize, and correlate inquiries into these particular fields 
and turn them to account in a fuller explanation of the economic 
order. It could offer them only the tradition of a name. 

In the second place a group of studies long since recognized as 
belonging to economics were organized as semi-independent disci- 
plines. Of these “money” and “public finance” will serve as 
typical examples. The first of these had served as a point of 
departure to Ricardo in his excursions into value. Yet it had at 
last come about that the abstract unit of value of theoretical inquiry 
had little in common with the more concrete monetary unit. The 
theory of value proved impervious to the real entrance of monetary 
theory. But there were traditions that could not be broken and an 
influence that could not be set aside. In addition the economists 
who concerned themselves with monetary problems were more 
largely ‘“‘theorists”’ than those busied with any other practical 
subject. So the best that could be done was to give it a position 
of semi-independence wherein it might in smaller orbit reflect value 
theory. To that end it is significant that beginners who have had 
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an introductory course whose chief ingredient is value theory are 
generally put through ‘“‘money”’ as a complementary course. More 
significant is it that monetary questions gravitate toward the prob- 
lem of ‘‘the value of money,” an inquiry which parallels and is a 
reflection of that of value theory. 

The second of these examples, public finance, to which political 
science might lay valid claim, belongs to economics rather by his- 
torical accident than by logical inclusion. It is a by-product of 
Smith’s concern with social policy and Ricardo’s with a political 
program. Like money it has defied incorporation into the new- 
made economic theory, and, since Walker’s failure to make taxation 
a share in distribution, its connections with the chosen field have 
one by one been severed. But as attention to the influence of 
customs duties upon international values and to the shifting and 
incidence of taxes attest, the hold of value theory has not been com- 
pletely relinquished. 

It is significant that the antithesis between the rapid develop- 
ment of practical problems and the inner refinement of value theory 
has left its impress upon each of these semi-independent disciplines. 
On the one hand the relevancy required by rapid change has made 
them fields less and less suitable for the application of principles 
drawn from assumptions which fail to meet current scientific tests. 
On the other hand the history and personnel of these inquiries have 
combined to prevent the notion from becoming too general that 
the principles of value are inapplicable to monetary and tax prob- 
lems. The practical result has been a division in each of these 
subordinate subjects akin to that which has divided economics into 
value theory and applied economics. In the domain of money and 
credit the problem of the value of money, mentioned above, 
remains rather as an inquiry which parailels value theory than as an 
application of it, while the burning issues of the day lead to almost 
independent investigations of monetary and financial phenomena 
to which the term “descriptive” is very nearly applicable. Like- 
wise the important current work in finance is busied with the pre- 
conceptions, administration, and industrial and social consequences 
of actual or prospective tax schemes. They permit value theory 
to find a narrow and questionable application in a quantitative 
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study of incidence. But even here the value of “principles” is 
dubious, since such inquiries tend alike to dissipate themselves as 
the stages of shifting are followed, and these inquiries can at best 
comprehend only a tiny segment of the social and industrial conse- 
quences attending the imposition of a tax. 

In the third place the older subject of ‘‘general economics” 
maintains a nominal existence. As a more comprehensive subject 
of study than value theory or any of its many subordinate disci- 
plines it finds at least pedagogical expression in textbooks. In this 
form it does less violence than does any other part of the discipline 
to the older standards as represented by the work of Mill. But the 
mark of change, elsewhere so apparent, is upon it, and hardly a 
school has passed without leaving evidence of its peculiar teaching 
somewhere within these treatises.‘ The conventional text upon 
“general economics” may begin with a chapter upon consumption, 
an outline of primitive industrial arrangements, or a sketch of the 
development of modern industrialism, but such preliminaries are 
gratuitous, since they have no connection with the discussion which 
follows. The treatise takes its real beginning from a discussion of 
“production,” a subject seemingly impossible to reduce to terms 


* The sentences in the text above are intended rather to characterize than to 
condemn texts in economics. There are no reasons for thinking that on the whole 
they are poorer than texts in other of the humanistic sciences or in alien fields of study. 
On the contrary they are generally agreed to be well above the average, perhaps even 
in a class by themselves. Most of them have been written by men of parts, their 
writers have taken their tasks seriously, and in many cases the form of a text has been 
deliberately selected for the presentation of an economic system. Nor can it be 
insisted that students have not had profitable discussions set before them. In fact 
there is little doubt that those who have had an elementary course in one of the stand- 
ard texts do much better work in the semi-independent disciplines of economics than 
those who have not had such training. But it is not so certain that it is the subject- 
matter of the elementary course which is responsible for this advantage. In general 
the text is usually a larger whole, a mechanically aggregated larger imperium which 
contains a smaller and more coherent civitas. The discussion of value and distribution 
is the real organic treatise to which many useful and important, but on the whole 
extraneous, discussions are added to constitute an introduction to the disciple of 
economics as an entity. In extenuation it may be said that since the general subject 
lacks organic unity, an introductory text cannot properly possess it. In passing it 
may be remarked that such texts serve an indispensable function. They permit 
economists to take tentative stock of their accomplishments, or lack of them, and by 
their revelation of shortcomings point to the tasks which are most worth the doing. 
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of current value theory or to make consistent with value economics. 
In this the Smith tradition still lingers in technological discussions, 
such as the division of labor‘ and large-scale production and in the 
ethical twist of the age-old inquiry into productive and unproductive 
labor. 

The influence of the newer value intent appears also in a trans- 
lation of the law of diminishing returns into a law of combining pro- 
portions and in attention given to the various distributive funds 
which appear in Mill as “factors of production.”” When production 
is safely disposed of general economics usually unites with economic 
theory in a treatment of value-distribution which moves along the 
lines indicated above and is the least halting, the most sustained, 
and the most coherent part of the whole treatise. This is usually 
followed by a discussion of some of the more important concerns of 
current economic interest. In this the problems usually escape 
correlation with each other, with the institutional framework of the 
prevailing social order, and from all save a nominal connection with 
value theory. Almost without exception the book is closed with 
a chapter premised upon Smith’s conception of economics and 
called by some such title as “Economic Progress,” ‘‘The Future of 
Industrial Society,’ or “A Critique of the Present Order.” In 
these closing discussions proposals for institutional changes are 
judged from the standpoint of the assumptions and conclusions of 
value theory. In short, general economics has become a loosely 
connected body of discussions of many affairs serving as a con- 
tainer for a coherent body of value principles which is the primary 
concern of its expounders. 

In the fourth place the position of importance in the inchoate 
field of economics is occupied by “economic theory.” By the favor 
of circumstance it has succeeded to the traditions and the good-will 
of the general economics of Mill and the political economy of 
Smith. As we have seen, its immediate concern is with the abstract 
questions of the origin of value and its complementary manifesta- 

« Notice, however, the influence of the value problem in the tendency to emphasize, 
in the discussion of “the division of labor,” the distribution of the various tasks in the 
process between the factors of production. This has been called “functional co- 


operation” and prepares the way for the distribution of “functional” distribution 
which is to follow. 
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tions in distributive shares. Its inquiries reach back into the little- 
explored realm of individual psychology rather than toward the 
more objective phenomena of the industrial world. The inward 
unity which it has achieved has been at the expense of its overlord- 
ship of the realm of economics and at a sacrifice of its most funda- 
mental problem. Not only are the newer subjects of inquiry 
beyond its authority but the older ones are passing beyond the pale 
of its influence. More serious still, subjects too intimately con- 
nected with its general traditions to be studied separately, of which 
“production” is a conspicuous example, have fallen into neglect 
because of divorce from the problem of absorbing interest. Such, 
too, has been the fate of a consideration of schemes of economic 
arrangements, conventions of property, systems of labor, compe- 
tition, custom, and the like. Such inquiries into institutions which 
are alike the changing aspects of the prevailing order and the pivot 
of current economic controversy are all gone. 

In this way it has come about that economic theory is in no 
position to perform the function which it has inherited. Abstracted 
from these relevant inquiries it is denied the means for making 
scientific investigations into the various aspects of industrial life 
and bringing back conclusions which can be arranged into an 
account of the nature and measure of order in the economic world. 
Yet however inadequate it may be to the task, its inherited position 
forces upon it the necessity of furnishing principles for judgment 
upon the larger issues of the developing economic order. That 
theorists in general have not shrunk from this responsibility the 
pages of economic literature abundantly attest. 

To be explicit, they have condemned such institutions as capi- 
talistic monopoly and trade unionism as ‘‘abnormal”’ and therefore 
unethical, not in terms of a thorough consideration of their place 
in a developing industrial society, but of an argument in which the 
ethical judgment may be traced back to an arbitrary assumption of 
competition as a part of the mechanics of value determination. 
Again, many economic theorists explicitly, and perhaps many more 
implicitly, have condemned a socialistic reconstruction of society on 
the ground that capital is the source of interest. This, of course, 
ignores the institutional questions of private property and of 
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inheritance which involve the real question at issue, namely, the 
relationship of the capitalist to capital. And, to cite but one more 
example, that economic theorist is indeed an expert at logomachy 
who can use a nomenclature of “utility,” “disutility,” and “pro- 
ductivity,”’ and yet hedge the words about in such a way that he 
escapes the implication of making the system of prices as a whole 
represent such a use of limited resources in satisfying wants as to 
insure to society the greatest surplus of utility over disutility. 

That value theory is concerned with the mere mechanics of a 
single set of economic phenomena and that the economic order is a 
rich association in a tangled network of a large number of comple- 
mentary institutions does not inhibit the theorist from judgment. 
It is much as if the appearance of a building and its appurtenances 
were adjudged good or bad because they were capable or incapable 
of exact measurement in terms of accepted formulae. In short, 
economic theory is under the constant temptation to pass judg- 
ment upon the economic order in terms of the mechanics of value 
determination. That, in general, theorists have kept themselves 
unspotted from this temptation no one would have the hardihood 
to affirm. 


Vill 


If this were the end of this study its sequel might be written in 
legible terms. But change, tendency, inward impulse, outward 
pressure are of the present as well as of the past, and in view of these 
the place of value theory in economics has not been fixed beyond 
peradventure. While we are too much a part of the current which 
sweeps us and our speculations into the unknown to sense its deeper 
drift, nevertheless a perspective reveals certain tendencies threaten- 
ing the all-sufficiency of value theory. Therefore it seems advis- 
able, so far as may be, to set down these tendencies and appraise 
them, for even their uncertain answer is preferable to mere surmise. 

The first of these tendencies is a weakening of the ties of tra- 
dition. Those whose concern is directly or indirectly with economic 
speculation may be divided quite roughly into the four classes: 
the laity, the workers in special fields, the workers in related sub- 
jects, and the accredited theorists. In a democratic country every 













| 

















THE PLACE OF VALUE THEORY IN ECONOMICS 393 


man is his own economist and the layman in economics we have 
with us always. He takes no theory which he has learned in the 
schools as a point of departure, he knows no dictum of consistency 
whose exactions circumscribe the range of his interests, and he has 
no false modesty which constrains him to learn what others have 
said before he lifts up his voice. The affairs of current industry 
and politics supply him with an interest which leads him afield into 
speculation. In time lay thought, even with its practical bent and 
its shifting content, becomes organized and cannot be denied atten- 
tion. Ever since the subject of study became economics, and even 
long before, lay thought controlled opinion and forced issues upon 
the professionals. It inspired acceptance or provoked denial from 
the men of the schools. How much of accredited statement has 
been inspired by an attempt to explode “popular fallacies,” how 
much of it is a mere refinement and systematizing of crude lay 
notions only the careful student of the history of economics may 
know. But it is common knowledge that many men whose names 
are of note in the development of the subject were without profes- ~ 
sional training and were exalted from the laity into this higher rank. 
Since at present even many practical economists profess to repudiate 
current value doctrine, because they will not take the trouble to try 
to understand it, it seems reasonable to believe that it is finding - 
no readier acceptance among the laity. In fact it is difficult to find 
many points at which it has much in common with lay economics 
or is very relevant to current economic problems in which the 
layman is interested. In this divorce from the common currents 
of thought lurks a danger more or less formidable to the present 
position of value theory. 

Tradition sits almost as lightly upon the semi-independent 
subjects of economic inquiry. The conditions which made of 
value distribution a coherent whole severed its ties with these 
fields and left the workers in them free to achieve their own salva- 
vation or condemnation. The anarchy which followed expressed 
itself for a time in statements that were quite valueless, because 
they did not transcend the particulars upon which they were based. 
But; in due time, the very freedom from tradition gave the larger 
aspects of these subjects a chance to display themselves through 
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the maze of countless inductions. This once achieved, their 
development was subjected to principles drawn from within and 
foreign to those finding expression in value theory. To cite 
examples: accounting has broken through its multitude of book- 
keeping details and has become a study of the pecuniary calculus 
as an agency of business management, governmental control, and 
social organization; transportation has become associated with 
the theory of economic development in relation to the territorial 
division of labor; and corporation finance has discovered in the 
correlation of savings with investments a question of economic 
organization which is an aspect of the older general problem of 
‘provision for the future.’’ In these and other subjects mere 
descriptive effort is passing; in them current thought is becoming 
_ more interpretative and speculative, or, if you will, more theoretical; 
and the lines which bind them to each other, to value problems, 
and to the general economic order are beginning to be explored. 

A similar danger to the prestige of value theory lies in attacks 
from the followers of other academic subjects who never knew the 
weight of economic tradition. The ramification of such subjects 
as value, wealth, and welfare run far afield into logic, ethics, meta- 
physics, and many another subject, even into the confines of epis- 
temology. The concepts of utility, of ‘‘an economic man,” and of 
“an economic judgment” involve just enough of a trespass upon 
the vested interests of others to bring upon theorists protests from 
the psychologists, be they physiological, introspective, social, or 
what not. The implicit assumptions of the immutability of private 
property, of inheritance, and of the other conventions which make 
up a complicated wage system have impelled students of political 
science, of legal history, and of comparative jurisprudence to pro- 
test against the distortion of fundamental truths supposed to have 
been furnished by them. Last of all, the sociologists, who want 
no particular provocation, but regard an occupation of territory 
anywhere within the domain of the humanistic sciences as wanton 
trespass, have launched a vicious attack upon value theory, assump- 
tions, methods, conclusions, and all. In the past, economics has 
never been able to meet vigorous and sustained attack without a 
thoroughgoing internal reorganization. The present attack comes 
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from many quarters upon an economic theory whose organization 
is quite rigid and whose resources in allies are small. 

Finally, even the students of theory are beginning to rebel at 
a tradition which binds them to conformity. Usually they are 
concerned with some other economic subject, where they get a 
taste of freedom, discover that the principles of value are not in 
themselves sufficient to unravel complicated economic enigmas; 
and encounter fact, thought, and opinion which suggest inquiries 
into aspects of the economic order upon which value theory can 
throw no light. Or, even more significant still, they have had 
training in ethics, legal history, or sociology, where they have 
bumped into a universe within which accepted economic theory 
can have no being. 

The second of the current tendencies which threaten to drag 
value theory from its place of authority is the growing realization 
by value theorists of the inadequacy or incompleteness of their 
work. For some time the conviction has been growing that the 
ultimates of explanation are meaningless phrases or mere halfway 
terms along the way to more real objectives. ‘Marginal utility” 
as an antecedent of price has been shown to assume the purchasing 
power of the consumer, which is an expression of a pecuniary income 
and one of the values which it is used to explain. A similar cir- 
cularity, even in terms of the mechanistic logic assumed, has been 
proved characteristic of the best-known schemes of value." 

The great gap between an explanation of value in a Crusoe 
economy in terms of “marginal utility” and the assumption that 


* A clear exposition of the circularity in the argument used in the establishment 
of value-distributive systems by several well-known writers is to be found in Benjamin 
M. Anderson, Jr., Social Value, pp. 34-48. Of course it need not be insisted that not 
all the value inquiries of the utility-productivity economists involve such circularity. 
Changes in particular prices and in the levels of prices do not involve it, even if the 
new prices are necessarily to be explained in terms of the old. The question of the 
genetic origin of value may be free from it. But it seems inseparable from an explana- 
tion of distribution upon the basis of prices which have their bases in utilities to the 
individuals in the market, since the necessary reduction of such utilities to pecuniary 
magnitudes, upon which the argument depends, must be in terms of purchasing power, 
and hence of the prices of the personal services and the uses of the property of these 
individuals. It may be added that for an inquiry into market process which seeks to 
explain things in terms of their mutual relationships the accusation of “‘circularity” 
is irrelevant. 
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it is to be explained in a like term in modern industrial society has 
often been pointed out. One economist has tried heroically to 
bridge the logical gap by inventing the new term “social marginal 
utility," and another has tried to blot out the psychological basis 
of demand by limiting utility to mere desiredness.? Others have 
tried to improve the logic by giving up the word, and “marginal 
significance,’ which seems to have less of an individual and more 
of a social connotation, has been increasingly called upon to take 
a place relinquished by “‘marginal utility.” A writer of note has 
gone so far as to attempt to find refuge from such perplexities in 
support from ‘“‘the newer volitional psychology.’ Still another, 
more conscious of the inability of such devices to overcome funda- 
mental difficulties and unwilling to take the method of escape which 
genetics offers, has coined the term “social value” to cover the 
bewildering medley of antecedent influences converging in price.‘ 
These fundamental difficulties are also inherent in all “produc- 
tivity’ explanations, since “marginal productivity” is simply a 
variant of ‘‘marginal utility,” used as an ultimate in the explanation 
of the values of units of labor and of capital. In addition the latter 
have been stripped of the ethical connotations in which the word 
“productivity” is so rich. In view of this, productivity theory has 
been reduced to the statement that under competitive conditions 
each unit of labor and of capital tends to receive a return which is 
equal to the pecuniary worth to the employer of the least remuner- 
ative unit normally employed. Such a statement appears to a 
large number of economists a mere truism.’ Stripped of their 
incidental implications; subjected to unflinching analysis, and 
reduced to their lowest terms, all these theories, whatever be their 


* Edwin R. A. Seligman, Principles of Economics (6th ed.), pp. 180-82. 

2 Herbert J. Davenport, The Economics of Enter prise, pp. 85-87. 

3 Frank A. Fetter, Economic Principles, pp. ix, 109-110. 

4 Benjamin M. Anderson, Jr., op. cit., pp. 99-199, especially pp. 152-53. 

5 See John A. Hobson, Work and Wealth: A Human Valuation, pp. 173-74, and 
Walter M. Adriance, “Specific Productivity,” Quarterly Journal of Economics, XXIX, 
149-76. The following statement will receive the assent of a large and increasing 
number of economists: ‘‘The theory is true (if at all) only if we give productivity its 
second meaning, ‘productivity of value’; the theory justifies the present distribution 
(if at all) only if it has its first meaning, ‘output.’’””—Henry Clay, of. cit., p. 320. 
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individual variations, tend to revert to the supply-and-demand 
formulae of the mid-Victorians. This reversion to type seems to 
strip away the elusive refinements of a generation of economists 
who have converted distributive problems of practical concern 
into inquiries of a merely academic character. 

Even more pertinent than this conviction of inadequacy is the 
growing sense, even on the part of its exponents, of the incomplete- 
ness of this scheme of value and distribution. In this country 
J. B. Clark has long been conscious of the limitations imposed upon 
his conclusions by the rigidity of the assumptions which he has 
allowed himself. For a long time he held out the promise of a 
“dynamics” which, together with his “‘statics,’”* was to set forth 
a complete system of distribution.2, When a part of the task came 
to be done it appeared that to a “static” treatment, which was a 
mechanics working within the limits of certain assumptions, he had 
added a “‘dynamic”’ treatment, which was more mechanics working 
within the limits of other assumptions. Although Carver has 
long been the champion of a value-distribution system which is 
singularly like the positive part of Clark’s work, he was quick to see 
that Clark’s ethical conclusions are not an essential part of his 
system.* Yet his zeal for a good cause could not permanently be 
satisfied with positive economics, and he was compelled to add to 
an exposition of the laws of distribution’ a second discussion, wherein 
the pent-up ethical implications of productivity theory reach 
explicit statement. In this the moral order is fashioned in the 
likeness of a hypothetical economic order established upon the 
principle of competition. In this the ethics-indorsing principle is 


t John Bates Clark, The Distribution of Wealth. 


2 Ibid., pp. vi-vii. See also his “Future of Economic Theory” in the Quarterly 
Journal of Economics, XIII, 8-13. 

3 John Bates Clark, The Essentials of Economic Theory. See especially pp. 203-6, 
where Clark enumerates the more important of the problems of dynamic economics. 
Yet ‘“‘a process of growth cannot be constructed out of a series of transition periods; 
dynamic theory cannot enliven the static state into a social process.” —Walter Stewart, 
“Social Value and the Theory of Money,” in Journal of Political Economy, XXV, 1000. 

4 Thomas Nixon Carver, “‘Clark’s Distribution of Wealth,” in the Quarterly Jour- 
nal of Economics, XV, 578-602, especially pp. 578-79. 

5 Thomas Nixon Carver, The Distribution of Wealth. 
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as arbitrarily assumed as it is in discussions of the productivity 
theory... The same sense of incompleteness is evidenced in recent 
writings by von Wieser and Smart, two of the three men who were 
most influential in giving Austrian thought its American vogue. 
Nearly three decades after the appearance of his well-known work 
upon value,’ in a book which attempts to reduce industrial society 
to mechanistic terms, von Wieser tries to add the magical something 
necessary to make value theory the basis for larger social judgment, 
while Smart, who was being lured away by economic history, writes 
a confession of economic faith that in some particulars amounts 
almost to a recantation.‘ Finally the prevailing habit of making 
value-distribution schemes the essential parts of general texts is in 
a sense a confession of the incompleteness of such systems for the 
larger purposes. The discussions of practical problems usually 
intervene between the treatment of value and distribution and 
the chapter in which the prevailing order is arraigned for judgment. 
While such discussions are quite impertinent to the verdict, their 
intervention gives to the latter the appearance and prestige of 
being based upon something more comprehensive than a study of 
the mechanics of value distribution. 

A third of the current tendencies threatening value theory with 
deposition is a change in the character of contemporary social 
problems. Even during the latter years of the last century and 
































ments in the text it must be said that the competitive moral order is at times qualified 
by Carver as evidence of the influence of Thomas Carlyle and of common-sense individ- 
ualism show. Yet with these qualifications one is not likely to find time or inclination 
to quarrel over the differences between Clark’s system of ethics, which is an implication 

of a productivity theory established upon a competitive principle, and Carver’s moral 
order, which is explicitly established upon the same competitive principle without the d 
intervention of the productivity theory. It is of note in passing that Carver has in 
The Religion Worth Having created a religious order in the likeness of the same hypo- 
thetical competitive economic order. 

? Natural Value, first published in 1888. 

3 Friedrich von Wieser, ‘‘ Theorie der gesellschaftlichen Wirtschaft,” in Grundriss 
der Sozialékonomik, I, 125-444. See also the review by Wesley C. Mitchell, entitled 
“‘Wieser’s Theory of Social Ecomonics,” in the Political Science Quarterly, XXXII, 
95-118. 


* Thomas Nixon Carver, Essays in Social Justice. In modification of the state- 





4 William Smart, Second Thoughts of an Economist. 
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the first decade of the present one, when the development of 
economic theory responded so largely to influences from within, 
the fact of external circumstances was by no means negligible. In, 
the second decade of the century, with tradition at a low ebb and 
the voice of authority uncompelling, its influence is far greater. 
The many particular problems of the older period, concerned as 
they were with credit, taxation, corporation control, monopoly, 
unemployment, trade unionism, and immigration, are still at hand 
and clamoring for solution. But without losing their identities 
they are merging into the larger and more comprehensive problem 
of the control of economic activity and development. - 

This problem of control has come to be the vital social problem, 
in terms of which more particular problems have their being and 
must find their solutions. Current ethics is concerned with stating 
the ends of such a controlled development; current politics is 
busied in its larger inquiries with finding agencies of authoritative 
action useful for the attainment of these ends; and even current 
accountancy has been evoked to elaborate devices without which 
the social life which surges through pecuniary channels will con- 
tinue to defy direction. In these quests the way leads beyond the 
market-place, where such values as the totality of external circum- 
stance permits are mechanically fixed, to the medley of changing 
conventions and institutions which make up social arrangements. 
Accordingly the way of understanding leads to other things than 
the imputed sources of various values and the rituals of their 
emergence. It turns rather to the mechanism of technique and 
organization; to the institutions of property, inheritance, and con- 
tract; to the scheme of ideals and values which constitutes the 
intellectual world of industrial society—in short, to the “plane of 
competition.”” Whatever knowledge value theory may offer, wis- 
dom must wait upon an understanding of the relationship of these 
devices of control to each other in the unity called “the economic 
order,” the direction of the development of which has become the 
contemporary problem of first importance. 

To the same general inquiry into the end, nature, and means of 
control the ever-old, ever-new problem of “rich man, poor man”’ is 
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now tending. The older value-distribution theory throws little 
light upon the positive inquiry of ‘‘why some of us are better off 
and others of us much worse off than the average” and its ethical 
complement of “what can and should be done to make some of us 
still better off (or worse off if you please) even at the expense of 
others of us.”’ Nor is it in the least germane to the inquiry into 
why the division of income between pecuniary groups tends to 
perpetuate itself from generation to generation. Such issues can 
be intelligently dealt with only when we have learned something 
of the institutions of society in their relations to the well-being of 
industrial groups. 

If a single aspect of this problem may be used to illustrate the 
change in its nature which has become general, the development 
of the socialist argument will indicate the shift in emphasis. As we 
have seen, Marx found a theoretical basis for socialism in insisting 
that labor is the source of all value and that profits are the fruits 
of exploitation. The economists without apparent difficulty cut 
away the basis of Marx’s scheme of social reconstruction by showing 
that labor is not the source of all value. As an answer to the Marx- 
ian argument the theory of specific productivity is clear-cut, intel- 
ligible, and free from the ambiguities which are invariably read 
into it by students who dissociate it from its practical setting and 
treat it as an abstract distributive system. Its assertion that under 
competitive conditions the value of the service of the laborer on the 
market and the wage paid by his employer tend to be equal robs 
at least personal exploitation of its argumentative efficacy.2. Even 


* Edwin Cannan, Wealth, p. v. 

2 The full meaning of the specific-productivity theory is usually missed by those 
who reject it. Their mistake is in failing to note that since it must explain wages it 
must explain wages in terms of something else, and that, therefore, it seeks to establish 
an identity between two things. One of these is manifestly wages; attention to the 
argument will show that the other is the value of the services of the laborer (his pro- 
ductivity) in the competitive market. It may, of course, be replied that the latter 
can be found only by finding the former. But this is not enough. Logically the two 
things have separate existences, and it was only by a clear recognition of their dis- 
tinction that Marx found a difference between them. By subtracting wages from the 
product of the laborer he discovered the exploitative income of the capitalist. There- 
fore, in establishing an identity between the two things Mr. J. B. Clark has not been 
guilty of the simple truism of which Mr. Hobson accuses him. (See John A. Hobson, 
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when it was realized that the economists had by far the better of 
the argument, the socialists did not completely abandon it. It was 
far too valuable for propagandist purposes to be scrapped. But 
in their more serious work they shifted the ground of attack. They 
have substituted “the system”’ for the masters, a change for which 
they could find much warrant in the work of Marx, and have 
examined private property, freedom of contract, personal compe- 
tition, pecuniary valuation, and the other devices which make up 
“wage salvery”’ for opportunities for exploitation perchance lurking 
there. For a time the more belligerent theorists were content to 
fight the enemy upon the old field of combat, ignorant that a stra- 
tegic retreat had carried them to more defensible positions. But 
if the theorists of today are less prone than were those of yesterday 
to allow wordy propagandists to dictate the subjects about which 
they shall think, their concern with the larger drift of things, of 
which the socialist agitation is a mere incident, impels them to turn 
aside somewhat from the passing problem of the more immediate 
division of pecuniary income to the more relevant and fundamental 
one of the distribution of wealth. 

A fourth of the current tendencies threatening to cast value from 
its lofty pinnacle is a change in the viewpoint, methods, and assump- 
tions of many workers in the humanistic sciences. There was a 
time when economics, like politics, law, and religion, could prosecute 
inquiries to their logical termination in the act or will of some 
responsible individual. When the matter at issue was one of 
whether labor or capital was entitled to a given bit of income, and 
economic theory was performing the juristic function of passing 
upon individual claims, explanations found their proper and satis- 


fying ultimates in the laborer’s might and effort or in the capital- 


ist’s sacrifice. But in view of the newer and more comprehensive 
problem of control, such simplicity will not do. The laborer’s 
meager wage and the capitalist’s scanty interest are alike affected 
by all the social conventions which find expression in demand, by 


op.cit., pp. 173-74.) The number of assumptions underlying the proof, the use of such 
a questionable device as that of funding labor, the protracted nature of the argument, 
and, above all, the recognition that two concepts are involved, prevent it from being 
reduced to the oft-quoted statement, ‘the laborer gets what he gets.” 
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the technique and organization of industrial enterprise, by the 
arrangements which give to the prevailing order its dominant 
characteristics, by the distribution of opportunity which effects 
quite differently the development of latent talent and capacity 
among different social groups, and by the world of ideas and values 
within which these groups have their precarious economic being. 
When the issue was a clash between current interests, it was quite 
proper to forget such limitations upon productive contribution and 
upon reward, or to crowd them into the all-sufficient concept of 
productivity. 

But since the question has become one of control, the real 
interests which clash are all in the future. It is in the very capacity 
of the institutions to be modified that the possibility of a program 
of control lies. By their modification different capacities of the 
laborer may be developed, he may work with a different technique 
or under a different organization, the world of values and the 
scheme of ideas amid which he orders his life may be changed. 
Even if the older theory is true, and his reward still continues to 
be an expression of his specific productivity, its amount may be 
very different because the conditions under which he works have 
been altered. In brief, the older value theory with its personal 
ultimates is irrelevant to problems of control; it must be super- 
seded by an inquiry into the relations of the material well-being of 
the several social groups to their institutional environment. 

The conditions which are denying the assumption that only 
individuals can play a causal réle in economic activity are threaten- 
ing the mechanistic logic. So long as inquiries were of a quantita- 
tive character and could terminate in precise formulae its method 
was useful. It is still indispensable for many economic inquiries 
which retain and will continue to retain this character. But the 
changes in interest ar * in problems which have been mentioned are 
bringing to the front a new type of inquiry. For instance, the 
question of the single tax is no longer one of granting or withholding 
rent from the landlord because he is or is not responsible for it. It 
has become a question of the social expediency of the content of 
the private ownership of land. Again, the inquiry into personal 
responsibility for the income to capital has been superseded by an 
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interest in the social function of private property, pecuniary valua- 
tion, and like institutions. 

In similar wise there have come to the front questions of the 
functions performed by the pecuniary calculus, by the market, by 
law, and by the state in a differentiated industrial society. It is 
being said that these and kindred institutions make up the intricate, 
relatively stable, ever-changing network of arrangements which 
is called the economic order. The identity of each of these institu- 
tions is to be found in its function; its function lies in its comple- 
mentary relationships to the other institutions which with it make 
up the order. Because the newer questions are not concerned with 
the structure, division into parts, and detailed arrangements of 
these institutions they cannot be answered by the inquiries of law, 
political science, and other disciplines which abstract them and 
study them in isolation by the use of the method of the mechanistic 
logic. Their separate and complementary réles in maintaining 
and imposing dominant characteristics upon the economic order 
call for a distinctively economic treatment. But, unfortunately 
for the mechanistic logic, the infinite number of the relationships 
in which lie the identities which are the subjects of study make a 
comprehensive account of the economic order impossible. Further- 
more, since change is an invariable accompaniment of the system, 
the character of each of these institutions is constantly changing. 
Since the identity of each lies in relationships, its nature prevents 
the resolution of the economic order into parts to be studied sepa- 
rately and an aggregation of the smaller truths into the one large 
truth which is desired. The contribution of each to the realities 
of the others prevents the use of a method which assigns charac- 
teristics by including an object of study within or excluding it from 
a group. Such changing and intertwining identities cannot be 
caught and pent up in exact formulae. 

A new method of procedure, consistent alike with the objects 
of study and the nature of the inquiry, must be found. Their 
relationships as aspects of a single whole suggest that they be 
explained in terms of each other and of the all-inclusive economic 
order. The number of the relationships of each, far too many to 
be exhausted by any series of statements humanly possible to make, 
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suggests that the process must be a selective one. The pattern- 
defying reality of each, with a variety and richness of meaning 
which no mechanistic creation could impart, suggests that the 
method be a genetic one. The method requires, in short, an 
explanation in genetic terms of the most important relationships 
of the most important institutions to each other in the larger com- 
plex of the economic order. It will never be able to produce the 
precise results of a definitely quantitative character which are 
demanded by the older economics or the newer ventures into the 
field; but its concern is with questions to which such answers are 
meaningless. This method of “the genetic logic” has already 
found a place in investigations in various branches of philosophy, 
in legal history, in political science, and in sociology. Its invasion 
of economics began more than a decade ago, and its devotees have 
attracted at least enough attention to have the epithet “‘geneticers” 
hurled at them by the neo-classicists. Incidentally it may be added 
that habituation to this method gives one interest in and tools for 
doing other things than exercises in value theory. 

Such, in brief, are the tendencies which threaten the position 
which for many years value theory has enjoyed as the dominant 
subject in the most important of the humanistic sciences. That 
they are more than isolated influences pulling economic theory in 
several different directions it is impossible positively to affirm. It 
may be that those who are most responsive to the tendencies dis- 
cussed above are not conscious whither they are going; it may be 
that the several groups of workers affected do not appreciate their 
mutual opposition to the dominance of value theory; it may be that 
it is impossible for them to pool their contributions into a new 
economic theory which can give an organic interest to the larger 
field. But fortunately there is evidence that they are mere aspects 
of a single general intellectual movement. In economics one can 
discern various groups who assert that they are concerned with the 
problem of control, the theory of welfare, the nature of institutions, 
and the application of the genetic method. But since control sets 
the problem, welfare fixes the end, institutions are the changeable 
factors through which control must be exercised, and the whole is 
an affair of development which must be dealt with genetically, 
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there seems no reason why eventually these groups of protestants 
may not join in a common enterprise. There is no manifest reason 
why such a venture should not accept the conclusions of the newer 
political science about the nature of authoritative institutions, and 
why it should not make itself foursquare with modern psychological 
notions about human behavior and with the modern sociological 
concept of the nature of society. Speculation then might be 
expected to recover the ground lost when it was limited to the value 
problem, and to find fruitage in due process of time in a theoretical 
explanation of the economic order. Such a general economic 
theory might restore order among the various separate disciplines 
and make them bend their efforts to the common cause. It is true 
that they might rebel at such external control; but wisdom ripens 
even in Boeotia, and the virile, if backward, subjects of the newer 
economic inquiries might be expected eventually to see the advan- 
tages of such an actual control over the nominal rule of a pretender. 
But this is speculation, and speculation about speculation bids fair 
to pass into the kind of theory which knows not fact. 


IX 


Thus it comes about that this study can end neither with a 
mandate nor with a prophecy. Its concern has been an elabora- 
tion, cumbersome and elusive to be sure, of a single definition; its 
task has been to state with the necessary detail the place which value 
theory holds in economics. Even if a recitation of the evasive and 
changing facts of genus and differentia occupies many pages, and 
even if they are largely of the type to which the word “tendency” 
is most appropriate, they fall far short of a definition of value 
theory in terms of the economics of tomorrow. At best a statement 
can be made only of the alternatives which seem to be lurking 
in this bundle of conflicting tendencies. In brief compass they are: 

First, value theory may continue to hold its position of dominant 
intellectual importance. This may be because its traditions, its 
vested rights, its systematic character, its real usefulness for cer- 
tain problems, and the opportunities which it offers its workers for 
cogent and subtle thinking are assets which cannot be taken away. 
Or it may be that a clear appreciation of the necessity of a symbol 
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for holding together the conglomerate parts of a comprehensive and 
varied field of study will allow it to retain a pre-eminence which is 
nominal rather than real. Or again, most hopeful of all, it may 
perchance come about that someone will succeed in doing what still 
remains undone and by translating value theory into a larger prod- 
uct will make it a real basis for a judgment upon the social order. 

Secondly, it may lose its eminence, leaving the general subject to 
fall apart into separate inquiries. Its exclusive concern will then 
be its direct and proper task of formulating the mechanical laws of 
the determination of value in a pecuniary society. Its conclusions 
will be principles which cannot be ignored in a consideration of 
practical problems concerned with pecuniary values and with 
market prices. But it will become, along with trade unionism, 
money, and corporation finance, one of a co-ordinate group of sub- 
jects. Yet, since the field of economics is vast, its subjects many, 
and its personnel large and varied, its displacement may well result 
in intellectual anarchy, a clash of conflicting opinion, a babel of 
tongues, a medley of dogma and counterdogma. 

Thirdly, it may lose its place to some other subject which can give 
a new unity to the field, organize the host of subordinate inquiries 
under the principle of an intellectual division of labor, and make 
them serve a larger purpose. Investigations into particular sub- 
jects are indispensable, but their results cannot be utilized unless 
they are pertinent to the larger matters at issue. Practical prob- 
lems are inextricably intertwined and no one can be safely handled 
unless it is dealt with in a knowledge of how others are being treated. 
Each has stamped upon it the indelible impress of the industrial 
system apart from which it has no place. There seems, therefore, 
the possibility of the emergence of a new economics, whose problem 
it is to explain the institutions which together make up the economic 
order, of which particular disciplines are mere aspects. An under- 
standing of the principles of order in industrial society is necessary 
to any rational program of control. Yet, though such a study 
would fulfil a practical, even an ethical, function, it need be only 
of the most positive character, conducted by economists who are 
committed to no practical proposal. The tendencies which have 
been enumerated seem to hold out some prospect of a return of the 
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older economic theory, concerned as it was with institutions, to the 
position now occupied by value theory. Or again, it may be that 
some other academic discipline, old or new, which abuts upon the 
frontiers of economics, will cast covetous eyes upon the untilled 
and unpossessed fields of economic institutions, and will take 
advantage of the waning influence of value theory to seize the terri- 
tory and to deny to economics its autonomous independence. 
However this may be, the cominance of value theory just now 
seems to be becoming merely nominal, and the labors in semi- 
independent subjects seem to be passing from description to specu- 
lation and interpretation. In any case a change in the language of 
economics seems inevitable, a change whereby “economic theory” 


will cease to mean value theory. 


WALTON H. HAMILTON 
AMHERST COLLEGE 

































NOTES 


WASHINGTON NOTES 


THE ACCEPTANCE SITUATION 





Some important developments in connection with the acceptance 
situation have occurred during the past few months. They are of such 
a character as may materially alter the general trend of banking opinion 
with respect to the future value of the acceptance as a basis for bank 
credit. 

In the last annual report of the Federal Reserve Board, published at 
the beginning of the present year, it was noted that there had been an 
effort on the part of many concerns to obtain rulings from the Board 
which would enable the discounting of commercial paper which in the 
past had not been regarded as being of a type desirable for admission 
to Federal Reserve banks. In speaking of this matter the Board said: 

Perhaps the most urgent appeal of this kind has been that the Board permit 
Federal Reserve banks to discount notes which have been placed on the market 
under an agreement between the borrowers and their bankers, providing for a 
considerable number of successive renewals, the advances having been made 
to the borrowers for a definite term of years. .... The discount of paper 
based upon such an agreement for repeated renewals is not consistent with the 
underlying principles of the Federal Reserve act and the Board had no hesita- 
tion in stating that it did not regard paper subject to such agreements as a 
proper investment for Federal Reserve banks. 





The acceptance situation, particularly in New York, has gradually 
developed to a point where it has been deemed necessary to outline the 
principles upon which the Federal Reserve Board was willing to proceed 
in its treatment of acceptance paper. Ina recent letter, copies of which 
have been transmitted to all Federal Reserve banks, the Federal Reserve 
Board has accordingly laid the following basis of operations, viz.: 

1. Acceptance credits opened for periods in excess of ninety days should 
in only exceptional cases extend over a period of more than one year, and in 
no case for a time exceeding two years. 

2. Banks which are members of groups opening these credits should not 
buy their own acceptances; and where an agreement is made with the drawer, 
for purchase of acceptances for future delivery, the rate should not be a fixed 
one but should be based upon the rate ruling at the time of the sale. 
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3. Transactions covered by these credits should be of a legitimate com- 
mercial nature, and acceptances must be eligible according to the rules and 
regulations of the Board. 

4. Whenever syndicates are formed, for the purpose of granting acceptance 
credits for more than moderate amounts, Federal Reserve banks should be 
consulted with regard to the transaction. The question of eligibility, both 
from the standpoint of the character of the bill and of the amount involved, 
will be passed upon by the Federal Reserve bank subject to the approval in 
each case of the Federal Reserve Board. 


In the same letter it is noted that the application of these principles 
necessarily depends for its success upon the general spirit of co-operation 
of the banks subject to them, and it must be remembered that not 
only the quality, but also the quantity, of the acceptances accordingly 
placed upon the market will be of material importance in determining 
the Board’s future policy. Acceptances of this kind must not be per- 
mitted to constitute the greater proportion of the acceptances outstand- 
ing at any given date, while the Board retains the power to declare 
acceptances ineligible, even though they may be based upon exactly 
similar transactions, whenever the total amount of acceptances already 
outstanding seems unduly large. 

It is evident that the new conditions surrounding the creation of 
acceptance credits, even as modified by the Federal Reserve Board’s 
circular, thus distinctly recognizes the so-called “syndicate renewal 
agreement” and thereby gives to the bankers’ acceptance somewhat of 
the character of a firm or corporation note which has been guaranteed 
by a banker or a group of bankers. In the meanwhile there has been 
some development of trade acceptances which has tended toward the 
creation of paper representing the slower and longer-period commercial 
obligations of the country. Should these two parallel trends of develop- 
ment be allowed to proceed along their present lines, the question will 
necessarily arise whether the acceptance plan will not lose many of the 
principal merits that had been attributed to it by writers on banking. 


WAR FINANCE CORPORATION 


The War Finance Corporation bill, which passed the House of 
Representatives on March 21, was signed by the President on April 
5, and thus becomes law. Ina number of respects it has been subjected 
to important modifications since its first introduction in Congress. One 
which is of most importance to the Federal Reserve System is found in 
the provision relating to the conditions under which paper collateraled 
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by obligations of the War Finance Corporation may be admitted to 
discount at Federal Reserve banks. In effect, what has been done by 
the legislators has been to apply two methods of restriction or regulation, 
the one seeking to make plain the fact that short-term commercial paper 
is still to have the preferred position at Federal Reserve banks, the 
obligations of the War Finance Corporation being given a secondary 
status by the establishment of a differential rate of 1 per cent against 
them; the other being the limitation of War Finance discounts to those 
cases in which a bank presenting such paper is able to state that it is not 
possessed of commercial paper available for use as a basis for rediscount. 

The obligations of the War Finance Corporation are necessarily of 
a nature intended for investment rather than for banking uses, and the 
opening of Federal Reserve banks to them must consequently be regarded 
merely as a provision designed to strengthen their technical position 
and to set at rest the attitude of the government with respect to them 
rather than a provision adopted in the expectation that any considerable 
volume of business in such paper would actually be undertaken by 
Federal Reserve banks. Assuming that they are thus in effect an 
emergency resource, it is not to be expected that they would come in 
large volume to Federal Reserve banks, and it is to be hoped that they 
would not find a permanent lodgment in any considerable quantities in 
the banks in general. Among the provisions now incorporated in the 
final draft of the War Finance Corporation measure is one which removes 
the power granted by the original bill to Federal Reserve banks to un- 
dertake open-market operations in the securities of the War Finance 
Corporation. Such advances as they make on the securities of this cor- 
poration must now, therefore, be dependent upon the application and 
indorsement of a member bank—a situation which merely limits the 
possibility of operations designed purely to aid the market. 

The powers of the War Finance Corporation remain very large, and 
the connection between it and the Federal Reserve System is close 
enough to permit, theoretically at least, a very considerable draft to be 
made upon the Federal Reserve banks unless the new corporation is 
conducted with great care and conservatism. The debate on the measure 
has been notable for the expression of the general opinion that the adop- 
tion of the bill could be warranted only as a measure of emergency relief, 
and that were it not for the existing condition of war it would have no 
chance of consideration. A phase of the problem that has been dis- 
tinctly contemplated in financial circles and to some extent in Congress 
is the possibility that the Finance Corporation may be made permanent, 
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and that government aid to corporate enterprises, perhaps upon some 
restricted basis, may be retained after the war is over. The present 
measure, however, provides for the termination of government activities 
within a reasonable time after the closing of the war, and thus leaves the 
possible future of such participation in very much the same position as 
the question of the continued operation of government railways. Neither 
question can be disposed of with the knowledge available at the present 
time, but, like every broad question, both must be left to be settled as 
the outcome of conditions whose trend of development no one can as 
yet foresee. 


THE THIRD LIBERTY LOAN 


The Secretary of the Treasury on March 26 made known the terms 
upon which the Third Liberty Loan will probably be floated. It was not 
possible to make a definite statement on the subject because of the fact 
that legislation is still necessary before the Treasury Department will 
possess the authority to carry into effect the plans for the loan which it 
has already devised. 

In view of the previous announcement that it would borrow up to a 
maximum of three billion dollars from the banks on the strength of 
short-term certificates, the banks being requested accordingly to devote 
I per cent of their resources per week to the purchase of such certificates, 
it had been supposed that the new loan would be not less than six billion 
dollars, this expectation being based upon the comparison of the experi- 
ences in former loans. The amount now asked for is only one-half of 
that, it being authentically announced that as actual expenditures of the 
United States government and of the Allied governments have been 
much less than had been indicated by the estimates, the amount of the 
next loan will be only three billion dollars, the right being reserved to 
allot over-subscriptions. The Secretary will'ask authority from Con- 
gress to issue bonds bearing interest at the rate of 43 per cent per annum, 
acceptable at par and accrued interest in payment of United States 
inheritance taxes, and having the benefit of a sinking fund of 5 per cent 
per annum during the period of the war and for one year thereafter. 
It is the belief of the Secretary that the rate now proposed is sufficient, 
and that, by restricting unnecessary capital issues, and by inducing the 
people who subscribe for Liberty Bonds to save and to keep them for 
investment, and by purchases with the sinking fund from those who find 
themselves compelled to sell, future increases in the interest rate may 
be avoided. In order to put an end to the expectation of higher interest 
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rates, it is proposed that the conversion privilege shall be eliminated from 
the new bonds, but the holders of Liberty Bonds of all existing issues 
will be given an opportunity to convert their bonds into the new 4} per 
cent bonds. In addition to the foregoing principal items of the proposed 
program, Congress will be asked for authority to issue bonds to the 
amount of $4,500,000,000 in addition to those now authorized, in order 
to provide for future issues; for authority to issue additional Treasury 
certificates of indebtedness; for authority to make additional loans to 
the Allied governments during the summer; and for authority to deposit 
income and excess-profits taxes with national banks, state banks, and 
trust companies throughout the United States in the same manner as 
the proceeds of the Liberty Loans. 

The unexpectedly small volume of the projected loan is necessarily 
indicative either of a forthcoming new loan shortly after its conclusion, 
or else renewed resort to banks after the issue of bonds now announced 
has been used to fund certificates of indebtedness already in the hands 
of the banks, which are taking them up under the plan of financing 
announced some weeks ago. There has naturally been disappointment 
in financial circles in the fact that the new loan has been offered at the 
4} per cent rate instead of the 43 per cent which had been expected in 
consequence of the establishment of that rate of interest for the short- 
term certificates of indebtedness. At the same time it is recognized 
that a material advance in the rate of interest on government obligations 
almost necessarily involves a corresponding increase in the rate of 
interest allowed by banks on deposits, and thus in the rate of interest 
charged for the discount of commercial paper. The effect of government 
financing upon general financial conditions has grown much more com- 
plex as time has advanced. 


GOVERNMENT CONTROL OF RAILROADS 


The bill known as Senate 3752 became law on March 21 by the signa- 
ture of the President, as an act “to provide for the operation of trans- 
portation systems while under federal control, for the just compensation 
of their owners, and for other purposes.’’ While this legislation has not 
been materially altered in the course of its progress through Congress, 
some changes of considerable interest have been introduced into it. As 
now passed, it requires that every railroad taken over by the government 
shall, during the period of federal control, “receive as just compensation * 
an annual sum payable from time to time in reasonable instalments for 
each year, and pre rata for any fraction of a year, for the period of such 
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federal control, not exceeding the sum, equivalent as nearly as may be, 
to its average annual railway operating income for the three years ended 
June 30, 1917.” In computing this basis for allowance to the carriers 
the average annual railway-operating income is to be ascertained by 
the Interstate Commerce Commission and certified by that body to the 
President. This means that the methods of ascertaining operating 
income laid down in the past will practically govern in the process of 
estimate. Federal taxes assessed under the war-revenue legislation are, 
however, to be paid by the carrier out of its own funds, or to be deducted 
from the compensation allowed. 

While proper provision is to be made for maintenance, repair, and 
depreciation “in order that the property of each carrier may be returned 
to it in substantially as good repair and in substantially as complete 
equipment as it was at the beginning of federal control,” the act con- 
tains elaborate provisions in the case of controlled or operated roads 
for determining the legal status of roads while under public manage- 
ment. 

In conclusion it is prescribed that the federal control of railroads 
provided for in the law “shall continue for and during the period of 
the war and for a reasonable time thereafter, which shall not exceed one 
year and nine months next following the date of the proclamation by 
the President of the exchange of ratifications of the treaty of peace.” 
The power is, however, given to the President to relinquish control of 

any line or system of transportation that he may choose in the mean- 
time, subject, of course, to specified conditions. This practically places 
the railroads of the country upon a government-guaranteed basis, they 
being assured a rental equal to their average return during the three 
years in question. As one of these years is customarily reckoned 
“poor,” one distinctly good, and the third about intermediate, it seems 
to be the judgment of well-informed men that the basis of compensa- 
tion thus arrived at is, on the whole, reasonable, safe, and fair. The 
effect of the plan is already evident in the unexpected strength that has 
been shown by railroad securities of the country, particularly by railroad 
stocks, both since it became tolerably certain that the measure would 
be enacted, and especially since it was finally signed and sent to the 
statute book. 





BOOK REVIEWS AND NOTICES 


Principles of Insurance. By W. F. GEPHART. New York: Mac- 
millan, 1917. Vol. I, Life,12mo. Pp. xi+385. $1.50. Vol. 
Il, Fire, 12mo. Pp. xi+332. $1.50. 


These volumes are offered, according to their common preface, “not 
as a complete discussion of these two important forms of insurance, but 
rather as a statement of what is conceived to be the more important 
considerations which should receive study in a general course in life and 
fire insurance.’’ The material used, the author states, has been selected 
“‘on the basis” of his experience as a teacher, his experience in the insur- 
ance business, and his “association with insurance organizations.” 

Volume I, Life, is a revision and enlargement of an earlier work 
published by the author in rg11 under the rather broad title Principles 
of Insurance (reviewed by Professor William H. Price in the Journal of 
Political Economy, XTX, December, 1911, 896). This fact, however, 
the author fails to acknowledge. The new volume is somewhat larger 
than the old—it contains about 70 pages more of text—but the chapters, 
with a few exceptions, have practically the same titles and follow in the 
same order as the chapters of the old volume, and the contents of 
the latter have, for the most part, been transplanted bodily to the new. 
The changes made consist chiefly of slight modifications in language 
and organization, the elimination of portions of the old volume, and the 
interpolation of considerable new material. Much of the new material 
shows evidence of careful preparation, but the work of revision seems 
to have been carelessly done. It should be said, however, that every 
chapter of the old volume which has been included in the new volume 
has been subjected to some degree of revision, and that every chapter of 
the latter includes some new material. 

In general, the volume under consideration has both the virtues and 
the vices of its predecessor. It contains most of the information and 
exposition of theory which, according to its own pretensions, it should 
contain; it is generally accurate and free from bias; and the author is 
plainly a master of his subject. The book will be very useful to instruc- 
tors and students of life insurance. 

The new material in the book includes among other things the fol- 
lowing: several valuable tables (pp. 79-80, 105, 209, 223, 232-33, 240, 
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267, 290, and 293); a number of useful formulae for the solution of 
mathematical problems in insurance (pp. 50-51 and 70-72); a short 
sketch of the historical development of mortality tables (pp. 54-64); 
a discussion of the results of the recent “‘Medico-Actuarial Investiga- 
tion” of the mortality experience of insurance companies (pp. 66-68 
and 102-8); a description (too brief to be clear) of stipulated premium 
insurance (p. 124); a discussion of the recent tendency of stock com- 
panies to mutualize (pp. 132-33); and sections on the compensation of 
agents (pp. 146-47), the proper basis for the comparison of companies 
(pp. 150-55), group insurance (pp. 162-64), policy loans (pp. 177-85), 
methods of valuing policies (pp. 238-42), the legal limitation of expenses 
(pp. 254-55), and workman’s compensation (pp. 313-17). 

The final chapter, on the “Relation of the State to Insurance,” 
which is identical with the concluding chapter of the volume on fire 
insurance, contains some material from a chapter of the same title in 
the old edition, but the discussion is largely new. Valuable features 
include sections on “ Popular Fallacies regarding Insurance” and “The 
True Character of the Insurance Premium,” and discussions of the ques- 
tions as to whether the insurance business is “public” or “private,” 
monopolistic or competitive, and of the evil effects of excessive compe- 
tition, the advantages and disadvantages of the proposed federal regu- 
lation of the insurance business, and the controversy over the taxation 
of insurance companies. It is difficult to account, however, for the 
inclusion of the detailed discussion of the fire insurance business, which 
in the aggregate occupies fully 13 pages of the chapter, unless it was 
necessary for the author to economize in time by using the same chapter 
to conclude both volumes. This space might better have been devoted 
in whole or in part to a concise discussion of the causes and the results 
of the insurance investigations of 1905 and 1906, which are several times 
mentioned incidentally but nowhere adequately described. 

The author, as above stated, has made some changes in organization 
in the new edition. It is to be regretted that he did not make more, 
The book wouid be more effective, in the opinion of the reviewer, if the 
sketch of the historical development of life insurance presented in the 
first chapter had been postponed until the reader had been given an 
opportunity to learn something about the nature, uses, and “theory”’ 
of life insurance The chapter on policies (chap. vi) might well have 
been introduced earlier in order to familiarize the reader with the nature 
of the goods sold by life insurance companies before taking him into a 
discussion of mortality tables, the selection of lives, and the organization 
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of companies. The chapter on “Mortality Tables’’ (chap. iii) and the 
chapter on “The Premium” (chap. vii) should not be so widely sepa- 
rated. The discussion of “How to Compare Companies’’ (new material) 
in the chapter on “Life Insurance Organizations” (pp. 150-55) and the 
discussion of “Selecting the Company” (repeated from the 1911 edition) 
in the chapter on “The Surplus and Dividends”’ (pp. 272-75) should be 
combined. 

A defect common to both editions is the failure to emphasize suffi- 
ciently the distinction between dividends to stockholders and dividends 
to policyholders in the discussion of surplus and dividends (chap. ix of 
the new edition). The uninformed reader will be likely to get the 
impression from this discussion that all dividends paid by insurance 
companies go to policyholders. 

Among minor defects may be mentioned the failure of some of the 
section headings to cover the contents of the sections to which they are 
applied, and the general absence of citations for quotations from other 
writers (pp. 47, 86, 110, 125, 261, and 344) and for court decisions (pp. 
345 and 346). 

The insertion of new material in the old text has resulted in some 
inconsistencies and errors of statement against which the reader should 
be on guard. For example, the author states on pages 89 and go, using 
the language of the 1911 edition, that a life insurance company in order 
to protect itself against “self-selection’’ must “require medical examina- 
tion” of applicants for insurance, and waits until page 163 to state that 
this examination may not be required of applicants for the group insur- 
ance policies now being sold in the United States. Again, the author 
has taken the paragraph on page 78 which contains statistics showing 
the mortality experience “of the ordinary legal reserve [and the legal 
reserve ?] industrial companies”’ for “‘the past ten years” verbatim from 
the 1911 edition, and the percentages given probably do not apply to 
the ten years preceding the year 1917. Most of the historical statis- 
tical data in the book, however, have been brought down to the year 1914. 

Defects arising from the elimination of portions of the 1911 edition 
are rare. One such, possibly a typographical error, should be noted. 
The old edition contained on page 208 the following sentence in its dis- 
cussion of the “cash item’’ among the assets of insurance companies and 
past practices of insurance companies in handling it as revealed by the 
insurance investigations begun in 1905: “In some cases the officials of 
the insurance company were officials or directors of the bank and trust 
companies.” This sentence should be inserted after the following 
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sentence on page 278 of the new edition in order to make the remainder 
of the paragraph clear: “It was shown in the investigations of 1905 that 
as high as 20 per cent of the funds of some companies were deposited in 
banks and trust companies.” 

The chief defects of the book, however, are defects in language and 
organization. The former are so numerous that the reviewer is tempted 
to resort to the comment that the book should have been marked “dic- 
tated, but not read.”’ The following examples (the italics are the 
reviewer’s) will illustrate errors in diction which occur too frequently to 
be permitted to pass unnoticed: 

A number of states prohibit the organization of any insurance society on 
the old assessment plan or the organization of any new company on any other 
plan than one which will absolutely guarantee the collection of a premium 
which with safe and wise investments will meet all future demands. It is a kind 
of dishonesty, which, although often originating in laudable motives, has been 
all too prevalent in the past [pp. 123-24; 1911 edition, p. 104]. 


Ora joint policy may be purchased by partners in business which is payable 
at the first death of one of the partners in the business [p. 160; ro11 edition, 


p. 155]. 


Extended insurance is also another result of the valuation policies. Extended 
insurance is that number of years and months beyond the date when the policy- 
holder lapses his policy during which the policy as a whole still remains in 
force [p. 244]. 


In ancient and medieval times the social and industrial organizations often 
precluded the existence of insurance for the wage earner. Indeed, there was 
no such class as wage earners as we know them. During the existence of 
slavery a large part of the work was done by this class, and as the slave was 
considered a species of property, nothing was owed to him by his employer or 
owner [p. 295; 1911 edition, p. 257]. 


As is indicated by the foregoing quotations, the author’s rough-and- 
ready use of English does not seriously obscure his meaning. It does, 
however, distract the attention of the reader and encourage slovenly 
habits of expression among students. 


Volume II, Fire, is the author’s first book on this subject. It deals, 
in the order indicated, with the history of fire insurance, the ‘economics 
of fire insurance,” the different types of business organizations which 
provide fire insurance, the nature of the hazard in fire insurance, the 
making of rates, the essential characteristics and various types of the 
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policy contract, the adjustment of losses, the limitation of the liability 
of insurance companies for losses and the problem of the fair distribution 
of the cost of fire insurance, the “finances of fire insurance,’ fire pre- 
vention, and the “relation of the state to insurance.” 

Considered as a whole the book treats the subjects named in as com- 
prehensive and as intensive a manner as its purpose warrants. Instruc- 
tors, students, and general readers will find in the book both a valuable 
source of information as to the facts and theory of fire insurance and an 
enlightening and stimulating discussion of the complicated problems 
which arise in the relations between private enterprise and the state in 
the conduct of the business of fire insurance. Professor Gephart deserves 
credit for an important contribution to the literature of fire insurance. 

The author warns us in his preface that his “discussion of certain 
questions relating to the regulation of insurance is opposed in some cases 
to the prevailing public sentiment and practice.” The occasion for this 
warning appears in his treatment of the subjects of rate-making, valued- 
policy laws, laws prohibiting the enforcement of the co-insurance clause, 
and laws providing for the taxation of the insurance companies. The 
author’s views, expressed or implied, may be summarized as follows: 
(1) The theory that competition in rate-making will reduce the price 
of fire insurance should be abandoned, because experience has proved 
it fallacious. Fire insurance companies should be compelled to adopt 
and maintain rates made under the supervision of the state—not by 
the state but by either a co-operative association of the companies or 
an independent rating bureau. (2) A reduction in the number of fire 
insurance companies and agents would probably reduce rather than 
increase the price of fire insurance (p. 72). (3) Valued-policy laws and 
laws preventing the enforcement of the co-insurance clause should be 
repealed. (4) The tax laws of the several states should be so amended 
as to secure greater uniformity among the states in the taxation of fire 
insurance companies; and county and municipal taxes on premium 
incomes “as an item of local property” and local occupation or license 
taxes should be abolished. 

The suggestion made in some quarters that a government monopoly 
of the fire insurance business should be substituted for regulated private 
enterprise the author dismisses as unworthy of extended discussion. 
“Public, or state, fire insurance,”’ he says, “promises no benefits which 
cannot better be secured by public control of the business under private 
enterprise. Whatever reforms are needed can be best accomplished by 
the fire insurance companies themselves” (p..325). If the public wants 
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cheaper fire insurance it should, first, reduce the burning rate by adopt- 
ing more effective measures for fire prevention, such as “more stringent 
requirements governing the building and use of property”; and secondly, 
permit or compel the fire insurance companies to co-operate, under state 
supervision, in making rates (see chaps. vi, xi, and xii). 

The organization of the volume is subject to somewhat the same 
criticism as that made with respect to the organization of the volume 
on life insurance. The book would be much improved, in the opinion 
of the reviewer, if the nature of the goods sold by fire insurance com- 
panies were discussed in detail (as in chap. vii, ‘The Policy Contract”’) 
before such subjects as the history of fire insurance (chap. i) and the 
making of rates (chap. vi) were considered. 

There appear to be few inaccuracies in the book, and there are few 
important omissions of essentials in either fact or theory. It will per- 
haps be necessary, however, to scrutinize statistics and computations 
rather carefully. At any rate, something should be done to harmonize 
the figures included in the following quotation (italicized by the reviewer) 
from the introductory paragraph in the chapter on “Fire Prevention and 
the Fire Loss” (p. 245): ‘‘In general, the reported losses [in the United 
States] mean that on the average a quarter of a billion dollars worth of 
property is annually destroyed; that is, a half million a day or thirty 
thousand dollars worth of property every hour of every day in the year’’; 
which is to say that $250,000,000,+365=$500,000 and that $500,- 
000+ 24 = $30,000! 

As in the first volume, one of the minor defects is the frequent absence 
of citations for quotations and references (pp. 120, 191, 194, 252, 253, 293, 
294, and 295). An instance which will be especially annoying to the 
average reader is found in the discussion of the “L. and L. Schedule” 
for determining rates (pp. 123-24). This schedule is introduced to the 
reader by the statement that “another schedule which is receiving 
attention is the L. and L. Rating System,” and the explanation that 
“this schedule was devised in 1915 and has had some experimental 
application,’ but no information is given with respect to the authorship 
of the schedule and no references which would aid the curious are 
included either in footnotes or bibliography. 

The defects in the language of the volume are similar to those in the 
language of its companion volume, but are less numerous and perhaps 
less serious. In general, the author seems to be improving a style which 
would deserve praise for clearness and forcefulness if it were not for its 
too-frequent lapses into unidiomatic phrases and grammatical errors. 








420 JOURNAL OF POLITICAL ECONOMY 






The following examples (in which the italics are the reviewer’s) illustrate 
, the language of the volume at its worst: 






This [referring to a law enacted in Massachusetts in 1837] may be con- 
sidered as the first of the unearned premium laws, that is, a setting aside of a 
part of the premiums in a reserve fund [p. 19]. 









The schedule of rates is difficult to understand by the property owner 
[p. 75). 






























So far as the actual work of the best brokers is concerned, his services to the 
insured are not greatly different from that of the agent. But their relation to 
the company is different [p. 77]. 





Exception may also be taken to the statement (p. 154) that “it is a 
general principle of all insurance that the insured should in no manner 
gain from the insurance contract.” The author intends here of course 
to emphasize the indemnity principle in fire insurance, but it is hardly 
necessary in furtherance of this purpose to deprive the insured of all 


incentive to buy insurance. 
W. M. Durrus 


UNIVERSITY OF KANSAS 


Foreign Exchange Explained. By FRANKLIN T. ESCHER. New 
York: Macmillan, 1917. Pp. 219. $1.25. 

Foreign Exchange Explained was written “to supply the need for a 
book from which, without too great effort, the student, the business man, 
and the banker could get a working knowledge of the subject. . . . . To 
set down, not a mass of figures and calculations of interest only to the 
exchange expert, obsolete as soon as compiled, but rather a clean-cut, 
definite description of foreign exchange and of the underlying and 
unchanging principles on which it works—that has been the author’s 
aim” (Preface, p. v). So far as purpose is concerned, then, Foreign 
Exchange Explained has a mission not essentially different from its prede- 
cessor, The Elements of Foreign Exchange (1910). This earlier work 
also was written, quoting from the Preface, “to cover the ground of 
foreign exchange, but in such a way as to make the subject interesting 
and its treatment readable and comprehensible to the man without 
technical knowledge.”’ 

In fact, upon examination this recent work proves to be a reorganiza- 
tion, a reworking, and an elaboration of the earlier publication. Some 




















BOOK REVIEWS AND NOTICES 421 


valuable chapters on “ Banker’s Loreg Bills” and “Import and Export 
Credits, Dollar Credits, and Dollar Drafts” have been added, but other- 
wise the subject-matter is identical with that of the earlier book in its 
main outlines. The sequence, however, has been materially altered 
and in all cases treated in greater detail. An outline of the principal 
monetary systems of the world and information as to the conversion of 
the units of one system into another are given in an appendix of thirty- 
five pages. 

Such a restatement of the principles of foreign exchange is no doubt 
desirable. The earlier book was much too brief, too elementary, per- 
haps, even for “the student, the business man, and the banker.” On 
the other hand the works of Margraff and Goschen are much too technical 
and involved for these classes of readers. It is not at all certain, how- 
ever, that Mr. Escher’s book fills this gap satisfactorily. The banker 
regards foreign exchange primarily as an investment procedure, while 
the business man looks upon it mainly as an instrument for the settlement 
of obligations. Hence the probable result of any treatise which under- 
takes to meet both points of view is either a confusing rather than an 
illuminating treatment, or else a superficial one. 

In his attempt to keep the book “free of academic discussion” the 
author has treated controverted subjects so summarily as to give the 
impression that they are of no consequence. This is especially true of 
his discussion of gold movements (chap. viii). If balances are settled 
in gold, surely this is a fact of significance to the banker; if they are 
settled eventually by shipments of merchandise, the business man is 
certainly interested if not involved. Neither the banker nor the business 
man would therefore be satisfied with the author’s discussion of this 
point, for neither’s question is answered, even qualifiedly. And as for 
the student who must take both points of view into account, such a treat- 
ment of the subject is likely to appear superficial. The reviewer is of the 
opinion, therefore, that a thorough and scientific analysis of the subject 
in hand, even for the classes of persons to whom this book is addressed, 
would require a separate and perhaps a less informal treatment of the 
subject for each point of view taken. 

By virtue of the clarity and directness of his style, however, the 
author has done much to compensate for the defect which is so evident 
throughout the volume. 


Lioyp V. BALLARD 
BELoIt COLLEGE 
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Railroad Valuation and Rates. By Mark WymonD. Chicago: Wymond 

& Clark, 1916. Pp. 344. $1.50. 

Like his book entitled Government Partnership in Railroads, which recently 
appeared, Mr. Wymond’s Railroad Valuation and Rates seems to have been 
written to influence public sentiment. As it is for the popular, instead of the 
scientific, reader, it is naturally not written in a scholarly or scientific fashion. 
As indicative of this fact there are few footnotes and citations of authority 
and figures. Perhaps it serves its purpose, however, with great value, and its 
author should not be criticized too severely for resorting to popular means to 
bring technical facts and theories to the public mind. Such means of expres- 
sion are often productive of great practical results. 

From the very outset Mr. Wymond takes the side of the railway owners 
and operators. He practically admits that he is biased—biased in favor of the 
railroads. He states that he has had thirty years’ experience as an engineer 
in the railway and commercial world, in promoting, constructing, operating, 
and valuing railroads, and writes as a man of practical experience rather than 
as aman of theory. This perhaps explains the frequent dogmatic statements 
which are found throughout his book. 

The book is divided into two main divisions: The first division deals 
essentially with historical facts and descriptive methods of railway promotion, 
construction, and capitalization. There are four chapters which are respec- 
tively entitled: (1) “Historical,” (2) “Promotion,” (3) ‘Construction- 
Reconstruction,”’ and (4) “Capitalization.”” The second division deals with 
(1) “Valuation,” (2) “Rates,” and (3) ‘Rate Regulation.” No one of these, 
seven chapters is numbered. The book is somewhat unique in this respect. 
In his foreword the author tells us that he uses the chapters in the first part 
as a basis or background for his discussion in the second part. However, his 
explanation hardly seems altogether acceptable. Little connection is estab- 
lished between the two parts or divisions in the treatment of his main thesis, 
“Valuation and Rates.”’ His position with regard to valuation and rate 
regulation is the customary orthodox economist position. While his whole book 
in general makes little contribution to existing railroad knowledge, yet it is 
valuable and interesting from the railway owners’ point of view as an instru- 
ment for the presentation to the public of the intricacies and complexities 
involved in the correct solution of American railway problems. 


Wage Bargaining on the Vessels of the Great Lakes. By H. E. Hoac- 
LAND, Pu.D. University of Illinois Studies in the Social Sciences. 
Urbana, 1917. Pp. 123. $1.50. 

This interesting and timely study was undertaken “‘to trace the develop- 
ment of wage bargaining in the transportation industry of the Great Lakes.” 

Much of the information was gathered while the author was employed as 
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special investigator for the United States Commission on Industrial Relations. 
Discriminating use has been made of trade journals and documents of the 
various labor unions and employers’ associations, while the personal investi- 
gations have contributed to the clearness and concreteness of the description. 
The treatise is well written and discusses without bias the relations of wage- 
earners and boat-owners, as they developed in the evolution of the transporta- 
tion industry on the lakes from its beginning, when boats were crudely made 
for one westward trip only and were manned by the owners, until the present, 
when huge vessels are owned and operated by impersonal corporations and are 
manned by seamen differentiated into numerous trades differing widely in 
training and skill. 

Five chapters and three appendixes comprise the work. Chapter i deals 
with the early, hazardous stage in which the interests of the seamen and the 
vessel-owners were not yet seriously in conflict, if not identical. Chapter ii 
describes the differentiation of the interests of the owners, now chiefly corporate, 
on the one hand, and of the seamen on the other, as well as the conflicts among 
the employers and among the numerous grades of labor ranging from captain 
or chief engineer to deckhand and coal-passer. In chapter iii, which is the most 
important part of the study, are discussed the trade agreements worked out 
between the employers represented by the Lake Carriers’ Association and the 
employees represented by their various unions and in large part by the rival 
general unions, more particularly The Lake Seamen’s Union and The Inter- 
national Longshoremen’s Association. Chapter iv is chiefly a description of 
the working out of the deliberate policy of the employers to establish the open 
shop, while chapter v deals with the more or less paternalistic policy of the 
vessel-owners to make the unions ineffective. 


Contemporary Theories of Unemployment and of Unemployment Relief. 
By Freperick C. Mitts. (No. 1, Vol. LX XIX, Studies in History, 
Economics, and Public Law.) New York: Columbia University 
Press, 1917. Pp. v+178. 

This volume is a general, condensed, balanced, and well-digested account 
of the state of scientific opinion on “‘. . . . theories as to the causes of the 
modern phenomena of unemployment and as to the methods by which unem- 
ployment can be prevented or relieved.” English unemployment theory 
and practice justly serve as the chief topics, two-thirds of the monograph being 
devoted to them. More emphasis is laid on theories as to causes and remedies 
for unemployment than on actual English experience with the very latest 
British acts, although to be sure the difficulties in making any sound conclu- 
sions at this time are many, and the scope of the study probably does not 
include an extensive study of particular practical measures. Some interesting 
light is thrown on early American theory and practice. 
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The somewhat superficial and individualistic attitude matched by short- 
sighted and repressive legislation is pointed out. While recently a great deal 
has been written and said in this country, “. . . . the contributions made by 
American students to the study of unemployment lack the concreteness, the 
fulness, and the general applicability characteristic of four or five of the stand- 
ard English works” which they tend to follow. A fairly complete if some- 
what brief discussion of the more important American studies is not wanting 
in the monograph, however. Two outstanding features of the problem in the 
United States are signaled out, the relation of immigration to unemployment, 
and the floating laborer. The arguments of both camps on the subject of 
immigration are presented without any definite conclusions by the author. 
We are only beginning to study the problem of the migratory worker, and the 
writer does not pretend to offer anything but a summary of the work done with 
a few sound suggestions of his own of a general character. To conclude, the 
monograph is a contribution for purposes of a serious community attack on 
this vital problem, now more important than ever in view of the industrial and 
personal maladjustments leading to unemployment that are the outgrowth 
of war conditions. 


Index-Digest of Federal Reserve Act and Amendments. Second edition. 
Government Printing Office, 1918. 8vo, pp. 656. Paper, $1.00. 
Buckram, $1.25. 

This edition of the Index-Digest, prepared by Charles S. Hamlin, member 
of the Federal Reserve Board, will be found of great convenience by students 
of banking. The first forty-nine pages give the text of the Federal Reserve 
act of December 23, 1913, as amended by the acts of August 4, 1914; August 15, 
1914; March 3, 1915; September 7, 1916; June 21, 1917. 

Pages 50 to 54 give the provisions of other acts which affect the Federal 
Reserve System. These acts are: The Farm Loan act, approved July 17, 1916; 
an act to authorize an issue of bonds to meet expenditures for the national 
security and defense, etc., approved April 24, 1917; and an act of May 18, 
1916, authorizing the amendment of the postal savings system. 

The index, which comprises the remainder of the volume, is unusually com- 
plete and intelligible. The citations refer to section, line, and page of the text. 
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for highly skilled men and women, and an obvious obligation 
rests on every citizen speedily to develop the greatest possible 
capacity for service. 


Te war has emphasized as never before the need of the nation 


The Summer Quarter of the University of Chicago affords 
an unusual opportunity to hasten the completion of any 
general training already begun, and to secure special in- 
tensive training in lines immediately related to war needs, 
e.g., ordnance supply, military science, food conservation, 
first aid, spoken French, etc. 


In 1918 the Summer Quarter will begin}June 17 and close August 30. The 
First Term will begin June 17; the Second Term, July 25. Students may 
register for either Term or for both. Students entering at the beginning 
of the Second Term may register for courses for which they have had the 
prerequisites. The courses during the Summer Quarter are the same in 
character, method, and credit value as in other quarters of the year. 

A large proportion of the regular Faculty of the University, which 
numbers over three hundred, and also many instructors from other insti- 
tutions, offer courses in the Summer Quarter, and in this way many varied 
points of view are given to students in their chosen fields of study. 


ARTS, LITERATURE, AND SCIENCE 
The University offers during this Quarter, in the Schools of Art, 
Literature, and Science, both graduate and undergraduate courses in 
Philosophy, Psychology, and Education; Political Economy, Political 
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Science, History, Sociology and Anthropology, and Household Adminis- 
tration; Semitics and Biblical Greek; Comparative Religion; History 
of Art, Sanskrit, Greek, and Latin; Modern Languages; Public Speaking; 
Mathematics, Astronomy, Physics, and Chemistry; Geology and Geog- 
raphy; Botany, Zodlogy, Physiology, Physiological Chemistry and 
Pharmacology, Anatomy, Pathology, Hygiene and Bacteriology; and 
Military Science. 


Divinity 

The Divinity School is open to students of all denominations, and the 
instruction is intended for ministers, missionaries, theological students, 
Christian teachers, and others intending to take up some kind of religious 
work. The English Theological Seminary, which is intended for those 
without college degrees, is in session only during the Summer Quarter. 
The Graduate Divinity School is designed for college graduates. Pastors, 
theological teachers, students in other seminaries, candidates for the 
ministry, and other Christian workers, with requisite training, are 
admitted in the Summer Quarter. 

The Chicago Theological Seminary will also be in session during the 
Summer Quarter, and its courses are open on the same conditions as 
those that obtain in the Divinity School. 


Law 


In the work of the Law School the method of instruction employed— 
the study and discussion of cases—is designed to give an effective 
knowledge of legal principles, and to develop the power of independent 
legal reasoning. The three-year course of study offered constitutes a 
thorough preparation for the practice of law in any English-speaking 
jurisdiction. By means of the quarter system students may be graduated 
in two and one-fourth calendar years. Regular courses of instruction 
counting toward a degree are continued through the Summer Quarter. 
The courses are so arranged that students may take one, two, or three 
quarters in succession in the summer only before continuing in the 
following Autumn Quarter. The ~.mmer work offers particular advan- 
tages to teachers, to students who wish to do extra work, and to prac- 
titioners who desire to study special subjects. 


Medicine 

Courses in Medicine constituting the first two years of the four-year 
course in medicine in Rush Medical College are given at the University 
of Chicago. For the majority of students taking up medical work for the 
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first time, it is of decided advantage to enter with the Spring or Autumn 
Quarter. For the student who is lacking in any of the admission courses, 
or who seeks advanced standing, it is of especial advantage to enter for 
the Summer Quarter. All the courses offered are open to practitioners 
of medicine, who may matriculate as unclassified or as graduate students. 
Practitioners taking this work may attend the clinics at Rush Medical 
College without charge. 


Education 


In the Professional Schools the Graduate Department of Education 
in the School of Education gives advanced courses in Principles and 
Theory of Education, Educational Psychology, the Psychology of 
Retarded and Subnormal Children, History of Education, and Social 
and Administrative Aspects of Education. The College of Education 
is a regular college of the University, with all University privileges, and 
in addition provides professional training for kindergarten-primary, ele- 
mentary- and secondary-school teachers and supervisors, and for special 
teachers in Home Economics and in Aesthetic and Industrial Education. 
It offers undergraduate courses in professional subjects and in the 
methods of arranging and presenting the various subject-matters which 
are taken up in the elementary and secondary schools. 


Commerce and Administration 


The School of Commerce and Administration is an undergraduate- 
graduate professional school, offering courses arranged to meet the needs 
of those preparing for various business pursuits, for commercial teaching, 
for secretarial work, and for philanthropic service. The work for the 
summer of 1918 will be organized, in co-operation with the School of 
Education, with especial reference to the needs of commercial teachers. 
In all the curricula emphasis is placed upon (1) broad foundations of work 
in history, political economy, sociology, psychology, biology, government 
and law; (2) an individualized curriculum; (3) contact with practical 
affairs; and (4) a professional spirit. 

A series of public lectures in Literature, History, Sociology, Science, 
Art, Music, etc., scheduled at late afternoon and evening hours through- 
out the Summer Quarter, affords an opportunity to students and other 
members of the University community to hear speakers of authority 
and distinction in many departments of study and activity. This pro- 
grara will include a number of popular readings and recitals, open-air 
performances, concerts, and excursions to places and institutions of 
interest in and near Chicago. 
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Notable public libraries and museums, highly organized industrial 
plants, many typical foreign colonies, a large number of settlements, 
and other significant social institutions make Chicago a peculiarly 
appropriate center for study and investigation. 

In the Frank Dickinson Bartlett Gymnasium for men and the Ida 
Noyes Gymnasium for women full facilities for indoor exercise are given. 
Social privileges are offered through the Reynolds Club and Ida Noyes 
Hall. 

The climatic conditions of Chicago during the summer months are 
excellent, the refreshing lake breeze alleviating even the hottest days. 
The location of the University is especially fortunate, situated on the 
Midway Plaisance, the connecting link between two of Chicago’s most 
beautiful parks. These parks are within easy walking distance from the 
University and contain tennis courts, golf links, bathing-beaches, and 
lagoons for rowing. These are all open to the public without charge. 


The complete ANNOUNCEMENT of courses for the Summer 
Quarter of 1918 will be mailed upon application to 
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